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DESC CONSOLIDATED
{millions of dollars)i?)

{except share information expressed in dollars} ar
2002 2003
Het Sales ' 1,978 1,075
Exports (2) : 902 ) 8560
Operating Profit 106 77
Operating Margin . 5.3% 3.9%
Operating Cash Flow (EBITDA) (3} 234 202
Net Consolidated Income (115] ' (215]
Majority Net Income {103) 201)
Interest Coverage Ratio [4) 3.32 2,91
Earning per ADS {1.41) {2.92) |
Market Value per ADS (NYSE) ) 6.75 “ 5.35
]

{1) ponar figures were calculated based on nominal pesos for each month, divided by the exchange rate of such months
Exports represent real doilar income

3) ‘Operating Profit + Depreciation and Amortization 7
{Operating Profit + Depreciation and Amortization + Interest Gain)/ Interest Expenses.

DESC CONSOLIDATED

{millions of constant pesos as of december, 2003}
{Except share information expressed in doilars)

2002 2003
Net Sales 20,360 21,755
Exports (1) 902 860 .
Operating Profit 1,081 842
Operating fargin 5.3% 3.9%
Operating Cash Flow {EBITDA) {2) ‘ 2,401 2,223
Net Consolidaied Income ‘(1,215] . {2,404] ‘
Majority Net Income {1,085) (2,240}
Interest Coverage Ratio {3) 3.32 2.9
Earning per ADS {1.44) . - (2,92} 5
Market Value per ADS (HYSE) 6.75 2 5.358

i1 Exports represent real doliar income
{2 Operating Prolit + Depreciation and Amortization
[Operating Profit + Depreciation and Amortization + Inierest Gain)) Interest Expenses

REAL ESTATE

9%
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20%

EQOnS
18%

AUTOMOTIVE
35%

EBITDA PER SECTOR SALES PER

SECTOR




PROFILE

Desc, S.A. de C.V.,, is one of the most important conglom-

Annoal Rnphrl desc 2003

erates in Mexico. It focuses its activity on four business
sectors: ’Automotive, Chemical, Food, and Real ‘Estate.
The diversity of Desc allows it to cobmpensate the effects
of the natural economic cycles of the sectors in which it

participates, and to concentrate its invesiments and

efforts in areas where the economical circumstances offer

the best opportunities. -

PHILOSOPHY

In Desc we are committed to create value for oAur‘sharehoIders,
and to contribute in an effective and transcendent manner to the
sbcial-economica| development of our Country, attending the
needs of our customers under a scheme of continuous collabora-
tion.

We firmly believe in the development of our own technology
which allows us to enter into important markets and to compete
favorably; we trust in our personnel‘s capacity in order to over-
come the challenges that might come; and we maximize the syn-
ergies of our businesses in order to promote its development and
to generate team spirit.

In Desc we work with the highest ethical sense and strictly
observe all our legal, fiscal and contractual obligations.

One of the basic purposes of our Group is the contribution to the
society of‘which we are part of. In Desc, we renew every year our
compromise with the community through economical support to
those who need it the most... The support to the most unpro-
tected communities of the Country, and particularly to the chil-
dren, who are the future’s hope, is a fundamental part of our
organizationai cuiture.

The creation of value for our shareholders,b customers, and per-
sonnel, as well as the promotion of education, and the value in
different communities, should lead us to the construction of a
better and more just Country.

BESC Philogoph




2003 was a transcendental year for Desc due fo the great cha
lenges faced, the drastic measures carried through, and th

ment of results that are already starting to become evident.

THE WORLD ECONOMIC ENVIRONMENT AND DESC

The disappointing growth of the Mexican- economy (1.3%) and
ithe contraction of the manufacturer sector in the United States
{-2.2%), mainly due to the lack of investment of the corporations,
had an adverse effect on the sales of our businesses.

lion in 2002 to US $1,975 million in 2003. The breakdown

total sales.
es in the cost of our raw materials that affected our operation

margins of our businesses were strongly affected, with a resuit.

Us $234,

Even though the restrictions resulting from our financial situa-
tion forced us to reduce our investment from US $149 million in
2002, to US $117 million in 2003, the selective use of such
resources allowed us to keep the high technological standard of
|our plants and their capacity to continue manufacturing the high
quality products that has characterized us, These considera:
tions will allow us to take advantage of the recovery part of the
cycle, which has aiready started to show.

OUR SECTORS IN 2003

In the Automotive Sector we continued to offer the excellent
|quality that has always characterized us, However, the closing
of the DaimlerChrysier plant located in Lago Aiberlo continued
atfecting the sales of our business of stamped parts, axles, and
{|propeller shaits. Likewise, the delay of the start-up date of oper.
ations in the Tractor project {which consists of the operation of
the production lines bought from Dana) as well as technical stop-
pages in some of the assembly plants, significantly affected our
sales and margins.

{in 2003, we continued with our strategy to take advantage of ouy
competitive edge in our manufacturing process. For metal-
mechanical and industries of similar characteristics, we focus|
mainly at beceming a top supplier throughout the different levels
of integration of the automotive industry. This strategy, and the
projects developed jointly with our clients, will be the key to
increase our sales and margins for the short and medium term.

I the Chemical Secter, we were afiecied by the pressure on sale
prices caused by the global excess offey, and ky the increase in
prices for main raw materials, These circumstances forced our
bucinasses to sacrifice their margine even when the sales vel.
ume was kept on slightly supevier icvels than those of 2002
Buring the year we continusd with the strategy of migrating
tewards speciaities, which sheuld allow us te attack segments
of the markel with larger marging in the fellewing years,

actions executed in order to. overcome them. The delay in thel
{reactivation of the world economy prevented the recovery of the
industrial sectoy, and the companies of our Group that had to
diminish their margins in order to sustain sales volume. However,|
the better outlook for the world economy in 2004 and the concretef
actions developed within our Group are the key for the imprové-

Coincidentally with ihé behavior of the economig cycle, ourpms
Group sufiered a slight decrease in its sales from US $1,978 mil-fC

between domestic and foreign market sales remained almostj§®

flat over the previous year, with exports reaching 44% of thely _ Santa Fe and Punta Mita, as well as the sale of a territorial

During the last year, exogenous factors caused important rais-38

- |adversely. Cost increases could not be transferred to consumerg
prices due to the weakness of the markets, Therefore, the

ing EBITDA of US$ 202 millions compared to 2002’s EBITDA i

= 1n the Branded Food Sector we had an increase in the operating

margins, which after some years continues to show a clear
potential of creating vaiue added for our Group, both in Mexico
and in the United States. This year we continued with the strat-
egy to optimize the manufacturing processes and, at the same

@ time, positioning our brands as products with the highest qual-

ity in the markets. Mew product lines, such as new canned pep-
pers, are already in the market and have already started to
increase participation. This will allow us to foresee an’impor-
tant growth with yield capacity for these businesses during the

mfollowing years.

\In the Pork Business, the closing of operations in the Bajio had a
positive impact in results. The business in Yucatan operates with
s worldwide class efficiency. Therefore, considering that 2003 was

a year with extraordinarily low prices in pork, the business in the
Southeastern part of Mexico achieved reasonable profits.

The Real Estate Sector showed an exceptional year regarding

A sales and generation of cash flow due to sales in Bosques de

reserve in the State of Mexico and a piece of land in the devel-
opment Arcos Bosques, The construction of the Arcos Bosques

53 North Building C was totally accomplished, and more than half of

the building was sold in presale.

= PORTFOLIOS RESTRUCTURE

As part of our strategy plan of 2003, during the year we contin-

Jued with the depuration of our business portfolio. This will allow
us to reassign resources and to improve our financial situation

and, therefore, to het on the future.

In the third quarter of the year, we accomplished the divestiture
of the assets of the adhesive and water proofing business. Such
operation allowed us to obtain resources, which were mainly
destined to the reduction of debt and to the strengthening of
the financial structure of the company. The realization of this
divestiture was a key element in order to achieve the financial
restructure,

We also successfully accomplished the sale of the assets of
the aluminum wheels business, and at the same time, we
acquired 100% of the share participation in the steel wheels
business, ending the partnership we had with Hayes Lemmerz.
Dasc’s cash flow benefited immediately after this operation,
since the ajuminum wheel business was operating with nega-
tive figures.

On the other hand, we plan to acquire 18.6% of ASF and 18.6% of
Corfuerte which is now owned by JP Morgan Capital. in addition,
we will also acquire 40% of Industrias Nair, in order to whoily own
these businesses. Such acqguisitions will allow us to he the
owners of our destiny, in a wider manner.

RADICAL MEASURES

The low performance of some of owr businesses forced us fo
undertake radical measures towards the end of the year. Such
measures, positioned us in a very favorable situation in ovder to
achieve our shjectives and offer us a healthier organization:

1. NEW ADMINISTRATIVE RESTRUCTURING:
The sales deciease gave as a resuft a centinuous increase in
the operating cost (administrative and sales) 2s a percentage
of sales, going from 13.5% in 1998 to 18.2% in 2002, which forced
us to cawy out a reduction of move than 400 administrative
employees. This allowed us to decrease the operating cest to
sales down to 17.8%.




However, such cost level was still unacceptable. Therefore,
towards the end of 2003, a new organizational restructure
- process was initiated. This time, the reduction implied a lay-
off of more than 1,000 administrative employees. Such
restructure shall generate very significant savings, with
which we expect to reduce operation costs to sales to lev-
els around 15.0% in 2004,

This project should be concluded by the first quarter of 2004,
and it shall not only guarantee Desc a more flexible and
lower cost structure, but also, a more efficient one, con-
formed by the best team of officers, suitable for the size of
our businesses.

~

- FINANCIAL RESTRUCTURING: .
The concrete actions carried out in order to overcome the cri-
sis of the last years, allowed us to achieve an agreement with
all of our banking creditors in order to restructure our debt.

The amount of the restructured debt was approximately US| -

$720 million, which represented aimost 70% of the consoli-
dated debt of the Group of approximately US $ 1,054 million at
the end of 2003 and nearly US $989 million of net debt.

This financial restructure allowed us to improve our debt pro-
file and to acquire credit with restrictions in line with our pro-
jections. Furthermore, such restructure demonstrated once
again that the trust of our creditors in our capacity to over.
come these difficult times is still strong and present,

2004 OBJECTIVES

2004 will be a year of great opportunities for Desc. The bases for
ihie upturn of our results are already established. For this reason,

1 have no doubt that we will achieve our objectives, which are
mainly focused in:

1. RECOVERING THE PROFITAB!_LITY OF OUR BUSINESSES:
* Focus the efforts of the organization on improving business
operations; Increase sales and EBITDA; use a strict cash

flow administration; and a strict CAPEX and working capital

control.

2. SUBSTANTIALLY IMPROVE OUR FINANCIAL SITUATION:
» Improve the business results; and our financial ratios.

3. CONSOLIDATE THE ADMINISTRATIVE RESTRUCTURING:

* Optimize the functioning of the new structures; strengthen
Desc as an institutional corporation; implement the devel-
opment strategy to our personnel; and be stricter when eval-
uating the performance of our executives.

4, CONTINUE WITH THE STRATEGIC DEFINITION OF DESC OF

THE FUTURE: .

» Continue with the evaluation and divestiture of certain non-
strategic businesses; and accomplish the strategic defini-
tion of our core business or bets on the future.

5. IMPROVE DESC’S STOCK LIQUIDITY AND VALUE IN THE

MARKET.

In conclusion, 2004 will be a great year for Desc. Accomplishing
our projects and achieving our objectives will allow us to posi-
tion ourselves, in a privileged situation at the end of the present
year. This achievement will require the eftort of everyone that
works at Desc and | have no doubt at all that we will attain it.

FERNANDO SENDERCS MESTRE
Executive President and Chairman of the Board

April, 2004

Annual Hoport desc 2008
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PRODUCTS Desc Automotive is involved in world class metal.
mechanical processes-and has vertically-integrated operations,
that go from forging and iron cast plants, to the manufacturinglg
of automotive parts and components, the joint assembly drively
train components and the distribution to original equipment
~imaker and spare parts market. There are many synergies withing
these companies that maximize efficiencies. Desc Automotive!
[produces a wide range of auto part and components such as®
manual transmissions, constant velocity joints, pick up beds,|g
pistons, steel wheels, front and rear axles, gears, propeller-shafts
joints and seals.
MARKETS Desc Automotive exports 67% of its total sales and
serves the original equipment market with 81% of its sales. lts
list of customers includes worldwide leader companies in thelg
manufacturing of cars and trucks. It also supplies the spar
parts market via its independent distributors that during 2003
represented 19% of its sales. Among its most recognized clientsi¥
-lare General Motors, Ford, Volkswagen, Dana, Renault-Nissan
Daimler-Chrysler, ZF-Meritor, Kenworth, BMW, International
|Getrag, Aston Martin, John Deere, and Freightliner.

2003 Results
‘IThe automotive Sector performance was affected by the slo
{reactivation of the economy in North America, and by the stron
competition of the automotive market in the United States. Theg
vehicle production in the NAFTA Region registered a drop of 3% B
compared to 2002, with 16.2 million vehicles, while the Mexican}
production decreased 13%.

On the other hand, the big three American Manufacturers, which
represent 38% of our sales, lost 2% of participation against the
Asian and European manufacturers. This caused a decrease ing
the orders of original equipment clients in Mexico. .

As a consequence of these factors, the Sector registered
decrease in sales of 16,5% during the year at US $709 million,
Exports represented 67% of total sales, and were channeled to
more than 20 countries, thus contributing to the diversification
|of markets.

During 2003, the Sector generated an EBITDA of US $88 mil.
lions, equivalent to 12% of sales,

In this year, we successfully accomplished the installation
and validation of the Tractor Projects, consisting of the produe-
tion and sale of components for axles, semi-axles, and exit shafts
for our partner Dana. The total sales of this project during 2003
were approximately US $566 million. This project is now func-
tioning according to schedule. :

As part of the non strategic assets rationalization strategy,
‘we ended the association with Hayes Lemmerz International,
Inc, through the sale of the assets of the Aluminum Wheels busi-

Iness to Hayes Lemmerz. Desc kept the total share of the Steel ' 1200 R =0
|Wheels business. The resources obtained from this reduction of B
finvestment were employed the reduciion of debt. 1,000 200
The investments realized during 2003, amounted to US $50
million and were mainly oriented towards the Tractor Project, 500
and the set up of the production capacity in Enco and Morestana. 150
During 2003 an administrative restructuring was carried out
mainly addressed to the financial, purchasing, commercial, engi- 600
|neering, and business development areas, that will allow us to 100
obtain important savings. 400
Desc mainmains an excellent relationship with its Pastners
Dana Corporation and GKN industries, which made important 200 50
contributions 1o the Desc Automolive’s performance, through
manufacivring programs and continucus technological suppost.
1999 2000 0| 20? 23 e 1995 2000 2001 2002 2003 1999 2000 2001 2002 2003 ’
Net Sales capitsl Expenditures R Operating Cash Flow (EBITDA)
miltions of dellars mitiions el dellars miltions of doHars

Exp ¥ Total
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" |PRODUCTS We in the Chemical Sector are proud to be the ont
Mexican manufacturers of synthetic rubber, carbon black, and
methylmetacrylate, We are leaders in Mexico in the production of
polystyrene, sodium tripoliphosphate, acrylic plate, vinyl benzene .

. \butadiene emulsions, decorative plates, and agglomerated boavds.
MARKETS This Sector exported 39% of its total sales duringf
2003. iis products are used in the manufacture of tires, rubber

products, disposable containers, plastic parts, shousehold appii

ances, asphalt modification, detergents, foeds, furniture, shoes, |
and in the construction industry. lts most important customer
include: Jaguar {Pactiv), Michelin, Cooper Tires, Tornel, Bridgestone-

Firestone, Koch, Softek, Procter & Gamble, La Corona, Coca-Cola,

and major supermarket chains, :

2003 Results
During 2003 the Chemical Sector expetienced a slight increase inj
its sales in dollars up 2.2% from 2002, reaching US $714 millions
in spite of the divestiture of the adhesive business and water-
proofing products in 3Q03. Exports registered an increase of 14%
totaling US $282 million. This increase in exports compensated|-
for the decrease in Mexican market demand in some of the sec-
itors we serve,

During 2003 due to global instability beginning in late 2002
stemming from political problems in Venezuela, the impact of the
SARS epidemic in China, and the war in Iraq, the price of crude
|oil has experienced major increases, maintaining the WT) barrel
at a price above USS$ 30/BBL and thus resulting in an important
rise in the prices of products-and services derived from crude oil.
‘|Consequently, basic raw materials in the petrochemical industry
such as vinyl benzene, butadiene, and acrylonitrile experienced
major increases during 2003, some of them even reaching histor-
ical highs. In addition, the increase in natural gas prices has,
severely affected the petrochemical industry in general,

Such increments in the cost of raw materials could not be
transferred immediately to the prices of final products due to
aggressive competiti'on and weak demand, which had a negative
impact on the outcome of sector operations. As a resuit of these
factors, the operational margin for 2003 was 2.6%; less than the
4.8% registered in 2002. _

Nevertheless, in general the activity level of the enterprises in
the sector showed superier occupation levels in 2003, compen:
sating for those markets where national demand was lower than
in 2002 with exports. The local tire market showed a recovery dur-
ing 2003 due to the reopening of the Michelin piant in Queretars,
and the increase in production volumes in the other plants,

As part of the restructuring of the Group’s portiolio, the sale

of assets in the adhesive business and waterproofing producis
was concluded. The resources obtained from this transaction
were used for deist reduction, which made it pessilite to improve
the financial situation of Besc.
The Sector’s research and development effert is focused on
the development of special products. New transparent copely-
mers, impact-resistant acrylic plates for the sanitary sector, and
synthetic rubber in emulsion for sealing, are just some examples
of the innovations and of the comhination of new preducts that
have been developed, substituting generic producis with spe-
cialized ones in order to improve the margin. The miniaturized
and vobolic sysiem of combined chemicals, centinued o be
implanted as the technological platiorm key in opde
in the Chemical lndustry of the twenty.first canture.

In an overview of the sutcome achieved during 2503, we rec-
ognize the invaluahle coliaboratien of cur parinevs Caket 5 B 2 *
Corgoration and Repsol Guimica. 1058 i 1999 2000 so09 2om 20z oo

The organizational shruelure of the Chan
vedesigned by funciionat arsas, which will
tionship with customers and wilt cantribute ta W UG
_tional margins. o
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a great variety of products such as: tomato paste, vegetahles,
oils, salsas, hot peppers, canned tuna, and coffee, among others. @
The Pork Business is integrated from the production of bal.
anced food to the marketing of pork meat with value added.
MARKETS In Mexico the brands "Del Fuerte", "La Gloria”,
*Embasa”, "Nair", "Smuckers’, and "Blason” kept a dominant
position in the Mexican branded food market. Meantime, in the
United States the brands "La Victoria” and "Embasa” partici-
pate strongly in the Anglo-Saxon market, and the ethnic foodl,
segment respectively, Among the sectors main clients are self-
service stores, wholesale and retail stores, in Mexico and the =
United States, as well as the leader producing pizza chains.
Likewise, Grupo Porcicola Mexicano (GPM) participates as
a leader in the production and marketing in the local market in
pork cuts, under the brand "Kekén" expotting products of added
value to the Asian market.

This year the registered sales for the whole Sector were US
$352 million, This amount was 1.2% higher than the US $348
registered during 2002, while the EBITDA was similar to the
previous year at US $27 million,

Branded Food Business
During 2003 sales improved in 1.4% compared to the previous
year, in spite of the fact that during the last term of the year,
the three main self-service chains in Southern California went}§
on a strike. Other negative factors that affected costs were afg
lesser fish catch and the extraordinary expenses in ASF tha
had a negative impact on the EBITDA,

During the year, increases in raw material prices were reg
istered. These increments were compensated with an increase
. lin sale prices, as well.as with a better performance in operations
and a stricter control over expenses.

During 2003, the marketing strategy of our brands was
focused on "moving the producf from the shelves” blocking the
aggressive efforts of the competitors. Our hrand "La Victoria”
continued demonstrating its leadership in the sauce market in
the West Coast of the United States moving forward with the
consolidation of new products.

The "Embasa” hrand of real Mexican food, which includes
ialapeio, chipotle, serranos, tomatillos, peppers, and sauces,
sustained its participation in the market.

Products derived from tomato, marketed under the brand
“Del Fuerte”, continued demonstrating the leadership and pref-
erence of the brand among consumers keeping its market par-
ticipation at 63.2%, The "Blasén” coffee brand consolidated its
position as a "Premium” product in the toasted and ground cof- 500 80 &
fee bean, improving its exports to the American market hy 40%. '
During 2003, the support of the brand "Del Euerie” enabled the
new peppers and sauces line to receive good acceptance by
consumers,

500 SO

400 40
Pork Business ,
The pork business registered sales of US $131 million, an
increase of 1.1% compared to 2002. This increase was given in
part by the recovery of the international price of pork, during
2003, and by the stability of the peso agzinst the doilar, given
that part of the raw materials used in the food production ave
priced in dollars. This translated into an increase in the epeva-
tion margin that went from 0.9% in 2002, to 4.0% in 2003. The
capacity utilization was sustained at 100% in the Seuihern
region, due o a strong demand.

300 30 30

200 20 20
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for 2,431 persons.
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PRODUCTS The Real Estate Sector is currently developi;s; sev-
|eral projects, among them corporate buildings, residential devel-
opments, and tourist developments.

_'.'MARKET Among the most important developments of this)
Sector are "Basques de Santa Fe', a residential development
focused on the top social-economic level in Mexico City; “Punta
Ixtapa”, and "Punta Mita", both exclusive tourist developments)
on the Pacific Coast, and "Arcos Bosques Corporativo”, one of 8
the biggest and most modern business centers in Latin America.

l

2003 Results
The Real Estate Sector had a record year in 2003 in spite of the
poor growth performance of the Mexican economy. This was due
to the sale of territorial reserves for residential use. Based upon
the aforementioned, during 2003, this-Sector registered sales for
US $180 million, with an operation margin of 21% and an EBITDA
of US $42 million, an increase of 280% compared to 2002,

Sales during 2003, registered an increase of 132% regarding
the previous year, due, among other factors, to the sale of two
territorial reserves one with residential use iocated in the
INorthwestern part of Mexico City; and the other, the land wherel
the second tower within "Arcos Bosques Corporativo” was to be
constructed. in Punta Mita the promotion and sale of the land
named "Ranchos” was concluded, while the marketing and
urbanization of the rest of the residential lands on the beachfront
and at the golf court will be continued.

Likewise, the structure for marketing the various Real Estate
products that are offered at the present time was strengthened,
by achieving the ciosing of important operations at the different
_|projects that the Sector has being deveioping and continues to

develop. :

"Bosques de Santa Fe", a residential development at the
Western part of Mexico City, saw significant progresses regard-
ing urbanization and marketing. This allowed the conclusion of
the urbanization and construction works during 2004, and the
sale of 80% of the one-family lands and 42% of the mutlti-family
units at the end of 2003. Mowadays more than 30 houses and 110,
appartments are under construction, with several families

.. N 200 90 45
already living in the development,

Another important achievement was the construction of the
North Building " inside "Arcos Bosques Corporative®, which
was developed in a 50% association with ICA constructions. For|
this development more than 50% was placed in pre-safe,
Additionally, the inventory of lands and finished projects was
promoted: La Estadia, Punta Ixtapa, La Punta Bosques, and
commercial and in Sania Fe.
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s:positioned as one.of the

nosi prestigio , 6. It currently has.one of thé most]
'zi‘u'ra:cth}‘é,reiserve for.tourist developments in the Mexi¢an Pacific Coastiy
: _’QB'Valpé and reserves inside the Valley of-Mexico. At present, thi i

Sector has 44'employees.
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SERIES "A”
Fernando Senderes Mestre
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Executive Vice President of DESC, SA. de CV/**
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Secresary of the Board of
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Independent

Chief Executive of Grupo Sim México S.A. de C.V.
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Executive Vice President of
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TO THE BOARD OF DIRECTORS OF
DESC, S.A. DE C.V.

Dear Sirs:

In compliance with Article 14 of the Mexican Securities Market Law "Ley del Mercado de
Valores" and the internal regulation of the Board of Directors, in the name of the Audit
Committee | would like to report the activities carried out during the year ended
December 31, 2003. '

Buring the course of our work, we have taken into account the recommendations of the

Best Corporate Governance Practices and in the Desc and its subsidiaries Code of Ethics..

At the same time, the Company’s Examiner was summoned, in compliance with the above.
mentioned Law and he attended the Committee’s meetings.

In order to comply with our responsibilities, we held six meetings, which allowed us to
cover the following topics:

1. After careful analysis, we advised the Board of Directors on the hiring of Public
Accounting firms to carry out the External Audits performed during 2003,

2. In our interviews with the External Auditors, we made certain that they complied the
requirements of independence ‘and rotation of their supervisory personnel. We also
reviewed their comments on internal controls and others recommendations applied

throughout their procedures and scope, as well as the follow-up procedures carried out
by Internal Auditing.

3. We reviewed the company’s financial statements as of December 31, 2003, the audit
report and the accounting policies utilized in their preparation. After hearing the
External Auditors comments, we recommended that the Board of Directors approve and
present then for consideration during the Shareholders Meeting.

4. We were informed in detail of the objectives, program and work development of the area
of Internal Auditing, as well as of their findings and their follow-up programs.

5.We were updated on the provisions of the Sarbanes Oxley Law on Mexican corporations
that have their shares registered on the New York Stock Exchange, having confirmed that
under the transitory provisions, Desc, S.4. de C.V. fulfills the same criteria. A broad
analysis was also undertaken of the provisions of the National Banking and Stock
Cominission "Comisioén Nacional Bancaria y de Valores" contained in the Sole Circular
"Gircuiar Unica” reaching the conciusion that it completely fulfills the conditions,

8, The Committee was informed by the manégement, in a timely manner, regarding relevant,
unusual or related pasty operations. We did not have any chservations on the matter.

7. A veport prepared by the management regarding the company’s internal legal situation
was reviewed and evaluated, and which included aspects such as corporate documen:
tation, governmental authorizations, litigation, environmental issues, etc. There were
no relevant observations or comments and we recommended the necessary follow-up
regarding this matter,

8. Follow-up was given to the distribution of the corporation's, Desc and its subidiaries
Code of Ethics among the management personnel and directors and it was informed of
the complaints received in the system set up for this purpese.

t would also like to mention that al) the preceding is decumented in the records prepared

at each meeling and in the reporis that we prepare during the year to the Board of
Directers.

Avdit Commitiee

Prudencio Lépez Martinez
Pregident

fprt 2, 5004
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CONSOLIDATED RESULTS

|The audited consolidated figures included in this report are expressed in thousands of pesos (Ps.) with purchasing power as of December 31, 2003,

unless specified otherwise. 2002 figures that correspond to those originally reperted during that year, and do not includs the effects of the dis-

|continued operations.

The following table presents financial information from the income Statement of Desc, S. A. de C. V. and subsidiaries ("the Company”).

Year ended December 31

2002 2003

Net Sales 20,360,380 21,755,055
Cost of Sales 15,572,154 17,024,252
Gross Margin 23.5% 21.7%
Operaling Expenses 3,706,926 3,888,339
Operating Income 1,081,300 842,464
Qperating Margin 5.3% 3.9%
Cemprehensive Financial Result 1,273,832 1,351,473
Equity in Asscciated Companies and

Unconsolidated Subsidiaries {5,406) 11,252
Other Expenses, Net 765,175 1,740,167
Provisions for Income Tax and Employee Profit Sharing 251,725 165,986
Met Majority Income (Loss) -+ |1,084,545) (2,240,387}
Depreciation and Amortization 1,319,529 1,380,750
Capital Expenditures and Other Investments,

including Acquisitions 1,526,311 1,320,849
Exports {in millions of U.S. dollars) 902 860

2003 COMPARED TO 2002

Consolidated net sales for 2003 increased 6.8%, reaching Ps. 24,755,055 versus Ps, 20,360,380 in 2002, mainly due to improved revenues in the
Chemical, Food and Real Estate sectors. On the other hand, exports reached US 5860 miilion, a 4.6% annual decrease. This was mainly a resuit
of the decrease in export sales in the Automotive Sectoy, which were 14.4% lower compaved to 2002,

1Cost of Sales increased 9.3%, reaching Ps. 17,024,252 during 2003 compared to Ps, 15,572,154 in 2002, and gross margin was 21.7%, 2 decrease .

compared to the 23.5% obtained in 2002, Operating expenses rose 4.5%, reaching Ps. 3,888,339 during 2003 versus Ps. 3,706,926 in 2002,

AUTOMOTIVE SECTOR
Year ended December 31,
2002 2003
et Sales 8,731,810 7,820,304
Cost of Sales 6,578,621 6,500,085
Gross favgin 21.2% 16.9%
Operating Expenses 1,210,105 1,093,545
Operating income 44,084 226,670
Dperating Margin 7.4% 2.9%
Bepreciation and Amortization 738,041 750,105
Gapital Expenditures 776,984 556,810
Exports (in millions of U.S, dollars) 555 475

FINANCIAL ANALYSIS




2003 compARED TO 2002

The performance of the automotive sector was mainly affected by lower sales volumes resulting from a weakness in demand for aluminum and
steel wheels, constant velocity joints and Yight and heavy transmissions irom CEMs [original Equipment Manufacturers) in the United States and

Mexico, continuing technical shutdowns in some assembly plants in order to adjust inventories and the closing of a plant in Mexico City, which
affected the axle business, propeller shafts and pick-up beds.

However, beginning this year, due %o its technological capacity, the gear business began to supply components to BMW Morth America for the pro-
duction of the front traction axle of the X5 platiorm and the front traction axle of the ZW issan Platform.

Also during 2003 we concluded the implementation of Tractor Project, which consists of the production and sales of components for axles, semi-

axles and output shafts, which is why there were major requirements in this project in the Forging, propelier shaits and axle businesses. Total
sales for this project reached US $65.8 million.

Returning to the financials, net sales and operating income fell 10.4% and 64.8% as a result of the following factors:

* Pricing pressure from assembly plants via continuous price discounts.

¢ Annual vehicle production in Mexico and the United States feil 13% and 1.35%, respectwely, ‘reaching production levels of 1,518,628 and
11,825,151 cars and light trucks, respectively.

+ Technical and labor shutdowns in assembly plants in ovder to adjust inventory levels,

* Lower requirements from OEMs in the United States and Mexico due to sales reduction in the axles, transmission, piston, wheel and pick-up
beds businesses.

* Impact to the operating income due to preoperative expenses for the installation of the Tractor Project in the propelier shafts, axle and forging
businesses.

. » Non-recurring charges: cancellation of inventories, provisions for pension funds, adjustment in asset value and payment for personnel restruc-
turing,

However, the administrative restructuring and productivity increases were able to greatly offset sales reductions in 2003, Sales per employee for
the year reached US $104 thousand, siightly lower than the US $112 thousand in the previous year.

CHEMICAL SECTOR
Year ended December 31
2002 2003
Het Sales 7,211,861 7,868,456
Cost of Sales 5,470,291 6,325,727
Gross Margin 24.1% 19.6%
Operating Expenses 1,400,156 1,339,805
Operating Income 341,415 202,924
Operating Margin : 8.1% 2.6%
Bepreciation and Amortization 357,598 351,944
Capital Expenditures 278,867 159,225
Exports (in millions of U.5. dollars) -248 282

2003 COMPARED T0 2002

Taking into account that the adhesives and waterproofing business no longer form pari of Besc, the Chemical sector experienced a sales increase
of 2.1% in Pesos, compared to 2002, reaching Ps. 7,868,456, Additionally, exports increased 13.9%, reaching US $282 million.

Notably, the carbon black and phosphates businesses posted sirong resulis, and te a lesser degree, so did acrylics.
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The businesses that experienced sales decreases were:

* Nitrile Rubber, which suffered the effects of the slow recovery of the automotive sectorn
¢ Speciaity Rubber, which was negatively affected by the sirength of the Euro and the challenging competitive landscape in the European market.

The Chemical Sector businesses posted improvements, reaching 90% of instailed capacity in practically ail its products due to a slight recovery
of its markets, mainly in Europe and the United States, in the solution rubber and polystyrene business. !nveniory repositioning by some of its
clients and the seasonal increase in demand at the end of the year where the main reasons for the volume growih

Prices in 2003 were negatively affected by the decrease, as a resuit of the global economic environment and the continued presence of integrat-
ed competition with very low pricing. This situation resulted in oversupply conditions on a global Ievel

THe wezakness of the markets and the rise in raw material prices such as styrene monomer, butadiene monomer and acrylonitrile monomer, as
well as natural gas, severely affected the industry in general. These increases in raw material prices were not able o be passed on, at the same
rate, to the price of finished products, due to the aggressive competition and the weakened demand, which negatively affected operating results,

which reached Ps. 202,924, a decrease of 40.6% compared to 2002, As a result of the alorementioned, the operating margin for 2002 reached
2.6%, compared to 4.7% reported in 2002,

During 2003 the Company conciuded the sales of the assets of the adhesives and waterproofing businesses belonging to the Branded Products
Division, to the Henkel Group.

FOOD SECTOR
Year ended December 31
2002 2003
Net Sales 3,581,989 3,883,594
Cost of Sales : 2,772,439 2,831,602
Gross Margin 22.6% 21.4%
Operating Expenses 707,170 928,005
Operating Income : 102,380 123,985
Operating Margin 2.8% 3.2%
Depreciation and Amortization 173,308 176,773
Capital Expenditures 31,358 79,968
Exports {in millions of U.8. doilars) 100 104

2003 compageD 10 2002

Net sales reported during 2003 were Ps. 3,883,594, 8.4% higher than the Ps. 3,581,989 reported in 2002, and EBITDA reached Ps. 300,758, 9.1%
higher than the previous year.

|Branded Products

Buring 2003, sales volumes increased 7.6% in the domestic market compared to 2002, supported by the strong performance of "Del Fuerie” toma-
to purée, "Emhasa’ ketchup and higher exports of coffee to the United States.

Other factors that positively affecied the "Del Fuerie” chile and salsa lines, distribution of "Yhawa" tuna and the increase of "Zuko” powdered
drink sales. These factors ofiset the fall in demand due to the weak economic activity in Mexico and the United States.

Sales in the U.5, market were affected during the last guarter of the year due to a strike in three main convenience store chains in Southern
|Califernia, which weve offset by higher sales volumes in the Mexican market.

Capital expenditures reached US $2.8 million mainly toward projects atmed at the modernization of plants and relocation of the coffee production
plant, compared to the distribution for 2002, which was US $1.8 million.




Pork Business

The pork business reported sales of US $131 million, a decrease of 1.1% compared to US $132 million registered during 2002, mainly due to the
closing of the Bajio operations. i

Operating margin reached 4.0%, higher than the 0.9% reported in 2002; due to the discontinuation of preduction operations in that area,
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Utilization capacity remains at 100% in the Southeastern region, due to strong demand. The amount of the capital expenditures was channeled
towards equipment for farm equipment and infrastructure, '

On November 11, 2003 the minority partner of the Branded Products division formally notified Desc that it exercised a sell option ("PUT"} on its

equity stake. As aresult, on January 30, 2004 Desc made payments of US $12.3 million and US$ 2 million for 18.6% of Corfuerte and ASF, respec-
tively. As a result, Desc increased its stakes of Corfuerte to 36.1% and of ASF to 99.9%.

Sales prices during 2003 remained at high levels with strong tendencies due to low supply from domestic producers in the market.

REAL ESTATE SECTOR
Year ended December 31
2002 2003
Net Sales
Residential 354,770 1,213,066 -
Tourist 208,437 441,268
Commercial ) 236,077 314,620
Total ' 799,283 1,968,953
Cost of Sales 451,623 1,265,649
Gross Margin 43.5% 35.7%
Operating Expenses 262,747 290,875
Operating Income 84,013 412,329
Operating Margin 10.6% 20.9%
Depreciation and Amortization 23,407 38,775
Capital Expenditures 24,979 2,471
Investment in Real Estate Projects 408,397 : 435,776
L 1

2003 compaRED WITH 2002

In 2003, the Real Estate Sector registered sales of Ps. 1,968,953, which represents an increase of 146.3% compared to the Ps. 799,283 registered
in 2002, This increase is attributed principally to the sale of two properties, the first consisting of land (with permits and basic infrastructure for
development) in the state of Mexico with a value of YS $76 million, and the second referring 1o a commercial lot in the Arcos Bosques Developiment

of 17,460 m2 for 2 total of US $20 million; as well as the increase in sales from the North C Building, within the Conjunto Arcos Bosques and
Bosques de Santa Fe projects.

©On the other hand, the Operating marging was 20.2% and the EBITDA increased 316.5% from Ps, 108,320 in 2002 to Ps, 451,104 in 2003:

During 2003, the Real Estate Secior solidified an important part of Besc’s strategic goals, consistent in the sale of previously-acquired properiies.
Therefore, the resulis of the Real Estate Sector during this period were higher than those of previous periods.

COMPREHENSIVE FINANCIAL RESULT

The Company's incoine siatement, which complies with the Generally Accepied Accouniing Principles in Mexico (Mexican GAAPR), must include
all the operations and financial effects, including inflation. The comprehensive financial result includes: i} interost expense, i) interest income
on temporary investments, iil) forsign exchange sains or losses over net monelary assets or lishilities in foreign currenicy, iv) UD! fluctuations,
and v} monetary gains or losses due fo inflation over net monetary assets or lizbilities. When a cempany’s monaiary labilities are highsr than
its monetary assets during inflationary perinds, the Company generates a profit on its menctary position. The Company’s net position i forelgn.
cuerency is aHected by the changes in the exchangs rate {pesofdoliar], which generates forcign exchange gaiss or fesses.




The iollov\«ing table provides a breakdown of the comprehensive financial result for the periods indicated:

Year ended December 31
2002 2003
Interest Expense : {865,104} {1,076,072)
interest income 68,192 42,136
Exnchange Loss Net (770,354} (529,668)
Variation in UDIS {120,648) (93,847}
Gain on Monetary Position 414,082 305,978
Comprehensive Financial Result (4,273,832} (1,351,473)

In 2003, the comprehensive financial result reflected an expenses of Ps. 1,351,473 compared with Ps. 1,273,832 in 2002. This result is primarily
due to the combination of the following factors: i) an increase of 24.4% in interest expense, from Ps, 865,104 in 2002 to Ps. 1,076,072 in 2003,
which includes the amortization of commissions of the syndicated loan prior to the debt restructuring and swaps; ii) a decrease of 38.2% in inter-
est earned from Ps. 68,192 in 2002 to Ps. 42,136 in 2003; iii} the exchange rate registered a depreciaiion during 2603, which created an exchange
{rate loss of Ps. 529,668 in comparison to the exchange rate loss of Ps. 770,354 registered in 2002; iv) from the two medium-term notes denomi.
nated in UDIS there was a difference of Ps, 93,847 in 2003 and v) in 2003, there was a gain in monetary position of Ps. 305, 978.

" [EQUITY IN ASSOCIATED COMPANIES AND UNCONSOLIDATED SUBSIDIARIES

The Company reported a gain from equity in associated companies and unconsolidated subsidiaries of Ps. 11,252 in 2603 compared to a loss of
Ps. 5,406 in 2002,

JOTHER (EXPENSES) INCOME, NET

In 2003, the Other {Expenses) Net line item was Ps. 1,740,167 versus Ps, 765,175 in 2602, which represented an increase of 127.4%.

OTHER (EXPENSES) INCOME
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Amortization of Goodwill {95,097}
Severance payments provision {121,131)
Goodwill write-off from Club Ecuestre Chiluca (59,280)
Loss on Asset Sales {69,575)
Provision for Low Yaiue {or Fixed Assets {14,140)
Rezcovery of Taxes 47,474
Retuen on Trusts 23,336
Gther, Net {90,356)
Change in accounting principle

{net of taxes) (4,384,294)
fncome {Loss} from giscontinued operations

{net of taxes} 22,896
TOTAL {4,740,167)




EFFECT OF CHANGE IN ACCOUNTING PRINCIPLES

At the heginning of 2003, Desc chose the early adoption of the new rules ohihe new Bulletin €15 "Valuation and treatment of long-term asset
deterioration”. The effect of the application of this new rule is a charge on this year's resulis for Ps..1,384,294 net of taxes.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity
The Company has a solid liquidity level due to its cash flow generation, During 2003, Desc generated an operating cash flow of Ps, 2,223,214,
yepresenting an annual decline of 7.4% versus the previous year. This operating cash flow level helped to partiaily offset the consolidated financ-

ing cost of the Company, to increase the working capital for the year and conclude capital expendiiure projects. The Company’s capﬂahzatmn
ratio at the close of 2003 was 0 53x while the interest coverage ratio was 2.91x,

At the holding company leve), Desc does not have any significant operations, and, as a result, its main revenue sources are dividend payménts
and other payments from its subsidiaries, which meet practically all of its cash needs.

FinanciaL RESTRUCTURE

As part of the 2003 rgstructuring plan, Desc reached an agreement with all of its creditors to refinance its syndicaied loans and the majority of
its short-term debt. Approximately US $720 million of debt was refinanced (US $479 million in dollar-denominated long-term debt, Ps.1,300 mil-
lion in peso-denominated long-term debt and US $112 million in revolving debt and letters of credit),

The terms of the agreement are a five-year maturity with a 30-month grace peried for principal payments beginning Sanuary 2004. The new inter-
est rates assigned, beginning 1004, to dollar-denominated debt are LIBOR plus 350 basis points, THE plus 350 hasis points for peso-denominated
debt and LIBOR plus 300 basis points jor 2l revelving credit.

Among the negotiated conditions, some of Desc’s operating subsidiaries and sub-holdings became guarantors and a package of certain fixed
assets, shares and accounts receivables of the Real Estate Sector was applied as coliateral,

Also, under the terms of the agreement, Desc and its subsidiaries must adhere to a series of obiigations and restrictions including the limitation
of any fundamental change, assel sale, capital expenditures, sale of collateral, liens, and payment of dividends, among others.

ApMINISTRATIVE BESTRUCTURE

Also as pait of the restructuring plan, Desc initiated an adminisirative restruciure at evevy fevel of the organization, The restrdcture aims to
improve the Company’s efficiency, competitiveness and flexibility within the current business environment, by reducing operating expenses. The
ohjective is to reach operating expenses of approximately 15% of sales.

I
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TO THE SHAREHOLDERS OF:
DESC, S.A. DE C.V.

in compliance with Article 166 of the Mexican General Corporate Law and the bylaws of
DESC, 3.A. de C.V., | submit my report and opinion regarding the accuracy, sufficiency and
fairness of the financial information submitted to you by the Board of Directors, regarding
the Company’s operations for the year ended December 31, 2003,

i have attended the meetings of the Shareholders, Board of Directors and the Audit,
Planning and Finance Committees, and obtained from the Directors and Management all
of the information relative to operations, documents and records that | deemed necessary
to examine, My review was performed in accordance with the auditing standards gener-
ally accepted in Mexico. - :

1 have also reviewed the individual and consolidated halance sheets of the Company as of
December 31, 2003 and the related statements of income, sharcholders’ equity and
changes in financial position for the year then ended, which are hereby presented for your
information and approval. in submitting thisreport, | have also relied on the reports issued
an such financiai statements by the independent auditors of the Company.

Effective in 2003, the Company changed its accounting policy related to the accounting
for the impairment of fong-lived assets by applying before its effective date, bulletin C-15
issued by the Mexican institute of Public Accountants. The effects of this change are
described with detail, in Note 4 to the financial statements.

in my opinion, the accounting, reporiing policies and criteria, followed by the Company
and considered by management to prepare the financial information presented at this
meeting are 2ppropriate, sufficient and except for the accounting change referred to in
the preceding paragraph, which | am in agreement with, were applicd on a basis consis:
tent with the preceding year. Therefore, the financial information submitted by manage-
ment accuraiély and fairly presents the individual and consolidated financial position of
DESC, S.A. de C.V. as of December 31, 2003, the results of its operations, the changes in
shareholders’ equity and the changes in its financial position for the year ended, in accor-
dance with accounting principles generally accepted in Mexico.

EXAMENER

S.RE, fost Manuer Ganal HEanaNDO

Maveh 26, 2004
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INDEPENDENT AUDITORS’ REPORT TO THE BOARD OF DIRECTORS
AND STOCKHOLDERS OF DESC, S.A. DE C.V.:

We have audited the accompanying consolidated balance sheets of Desc, S.A de C.V, and
subsidiaries (collectively referred to as the "Company"} as of December 31, 2002, and 2003,
and the related consolidated statements of income (loss), changes in stockholders’ equity
and changes in financial position for the years then ended. These financial statements are
the responsibility of the Company's management. Qur responsibility is to express an
opinion on these financial statements based on our audits. The consolidated financial
statements of the Company for the year ended December 31, 2001, were audited by other
auditors who expressed.an unqualified opinion in their report dated March 12, 2002

Annua! Raport dess 280

We did not audit the financial statements of the chemical and food segments, which state-
ments reflect total assets constituting 42% of consolidated total assets as of December‘
314, 2002, and 2003, and totai revenues constituting 53% and 54%, respectively, of con-
solidated total revenues for the years then ended. Those statements were audited by
other auditors whose reports have been furnished to us, and our opinion, insofar as it
relates to the amounts included for those entities, is based solely on the reports of such
other auditors.

We conducted our audits in accordance with auditing standards generally accepted in
Mexico {and in the United States of America). Those standards require that we pian and
perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We
believe that our audits and the reports of the other auditors provide a reasonable basis for
our opinion,

As mentioned in Notes 1b. and 11 to the accompanying consolidated financial statements,
in December 2003 the Company satisfactorily concluded negotiations to restructure a
significant portion of its short and long-term debt.

As mentioned in Note 4a. to the accompanying consolidated financial statements, as of
December 34, 2003 the Company early adopted the provisions of new Bulletin C-15,
“Impairment of the Value of Long-lived Assets and their Disposal’, which establishes that
an impairment loss has occurred if the present value of estimated net future cash flows
of a cash generating unit is less than the bool value of long-ived assets, tangible or intan-
gible. The effect in thousands of pesos derived from the application of this principle was
the recognition of Ps.742,457 of impairment in the value of certain property, plant and
equipment and Ps.898,891 of impairment in the value of the goodwill of certain sub-
sidiaries. The charge to 2003 results was Ps.1,384,294, net of a reduction of Ps.227,054
in the related deferred income tax liability.

In our opinion, hased on our audit and the reports of the other auditors, such consolidated
financial statements present fairly, in ail material respects, the financial position of Desc,
S.A. de C.Y. and subsidiaries as of December 31, 2002, and 2003, and the results of their
operations, changes in their stockholders’ equity and changes in their financial position
for the years then ended in conformity with accounting principles generally accepted in
fdexice.

Our audits aiso comprehended the transation of the Mexican peso amounts into U8, doliar
amounts and, in our opinion, such transiation has been made in conformity with the basis
stated in Mote 2a. The translation of the financial statement amounts into U.S. doilars and
the translation of the financial statements into English have been made solely for the
convenience of readers in the United States of America.

Gataz, Yamazsld, Butz Urguiza, $.C,
Member firm of Deloitte Touche Tehmatsy
’

fharch, 28, 2004




CONSOLIDATED BALANCE SHEETS

AS OF DECEMBER 31, 2002 AND 2003

EXPRESSED IN THOUSANDS OF CONSTANT MEXICAN PESOS (Ps.)
AND THOUSANDS OF U.S. DOLLARS ($)

2002 2003 2003
ASSETS
CURRENT ASSETS:
Cash and cash equivalents Ps. 2,501,563 Ps. 719,967 $ 64,284
Notes and accounts receivable, net 3,825,351 4,270,341 381,287
Inventories, net 3,193,122 3,120,435 278,615
Prepaid expenses 56,777 78,212 6,983
Discontinued operations 102,009 8,346. 745
Total current assets 9,678,822 8,197,302 731,914
Land held for development
and real estate projects 4,290,528 3,828,312 341,820
Trade receivables - long-term - 1,048,481 93,616
Property, plant and equipment, net 13,684,423 11,813,121 1,054,762
Goodwill, net 1,381,563 584,673 53,007
Other assets, net 1,286,588 1,222,279 109,134
Discontinued operations 147,481 30,822 2,752
Total Ps. 30,469,705 Ps. 26,734,980 $ 2,387,095

The accompanying notes are part of these consolidated financial statements,




LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
Bank foans and current portion
of long-term debt
Notes and accounts payable to suppii_ers
Income taxes and employee
profit-sharing
Other payahles and accrued liabilities
Discontinued operations
Total current liabilities

Long-term debt

Deferred income taxes

| Related parties - long-term

Other fong-term liabilities
Total liabilities

| STOCKHOLDERS EQUITY:

Capital stock

Paid-in surplus

Retained earnings

Reserve for repurchase of shares

Cumulative effect of initial recognition
of deferred income taxes

Cumulative efiect of restatement

Adjustment of additional employee
retirement liability

Majority stockholders’ equity
Minority interest
Total stockholders’ equity

! Total

2002 2003 2003
Ps. 3,641,828 Ps. 440,553 $ 39,336
2,087,713 1,647,571 144,429
106,412 225,177 20,105
1,777,136 1,731,975 154,643
62,482 13,366 1,193
7,675,571 4,028,642 359,706
9,051,649 11,360,011 1,014,305
1,339,115 880,749 78,640
- 183,762 16,408

577,887 375,609 33,537
18,644,222 16,828,773 1,502,596
11,715,914 11,715,914 1,046,082
1,170,390 1,170,390 104,501
19,766,314 17,525,927 1,564,843
996,847 996,847 89,006
{1,887,308) (1,887,308 (168,513)
{23,680,416) (23,036,402) (2,056,859)
{154,105 {147,158) (13,139)
7,917,636 6,338,210 565,021
3,907,847 3,568,007 318,578
11,825,483 9,906,217 884,499

Ps. 30,469,705

Ps. 26,734,980

$ 2,387,085




CONSOLIDATED STATEMENTS OF INCOME (LOSS)
FOR THE YEARS ENDED DECEMBER 31, 2001, 2002 AND 2003
EXPRESSED IN THOUSANDS OF CONSTANT MEXICAN PESOS {Ps.)
AND THOUSANDS OF U.S. DOLLARS ($),
EXCEPT PER SHARE INFORMATION

2001 2002 2003 2003
Net sales  Ps. 22,092,872 Ps. 20,360,380 Ps. 21,755,055 $ 1,942,450
Cost of sales 16,284,573 15,572,154 17,024,252 1,520,050
Gross ingome 5,808,299 4,188,226 4,730,803 422,400
N .
Operating expenses:
Administrative 2,229,370 2,222,587 2,318,689 207,029
Selling 1,616,673 1,484,339 1,569,650 140,150
3,846,043 3,706,926 3,888,339 347,179
Operating income 1,862,256 1,081,300 842,464 75,221
Other {expenses) income:
impairment of fixed assets {101,205) (50,988) {14,140) {1,263)
Depreciation of idle plant {75,515) {7,539) (2,631} (235)
Amortizarion of goodwill (85,418) {79,992) {95,097} {8,491}
Goodwill write-off from -
Club Ecuestre Chiluca, S.A. de C.W. - - [59,280) (5,293}
Amortization of preoperating
expenses and patents {112,077) (37,498} - -
Loss on sale of shares {12,324) 16,073) {18,086) {1,615)
Special item - severance payments {250,708} - {121,131} {10,815)
income from the technology fund 37,016 29,114 23,336 2,084
income (loss) on sale of assets 4,544 127,484) {69,575} {6,212)
Recovery of taxes 13,991 51,434 47,474 4,239
Other, net {39,199) {6,272) (69,639) {6,218)
{620,895) {135,306} {378,769) {33,819)
Integral financial result:’
interest income 126,211 68,192 42,136 3,762
Interest expense (1,076,283) 1865,104) {1,076,072) (26,079)
UBIS variation {109,282) (120,648} (93,847) (8,379)
Exchange gain (loss), net 336,046 (770,354} {529,668) {47,293)
Monetary position gain 374,976 414,082 305,978 27,320
(348,332} (1,273,832) {1,351,473) - {120,669)
Income {loss) from continuing
operations before provisions
and equity in associated
companies and uncosolidated
subsidiaries Ps. 993,029 Ps. {327,838} Ps. (887,778) $  (79,267)
The accompanying notes are part of these consolidated financial stat i
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2001 2002 . 2003 2003
Provisions for :
Current income taxes Ps. 478,682 Ps. 226,091 Ps. 341,958 $ 30,532
Deferred income taxes {572,760) (83,148} {279,890} {24,990)
Employee profit sharing 159,161 108,783 103,918 9,279
65,083 251,725 165,986 14,821
Equity in associated companies
and uncosolidated
subsidiaries (425,376) {5,406) 11,252 1,005
income {loss) from centinuing
operations 802,570 {584,269) (1,042,512} {93,083)
income (loss) from discontinued
operations (253,863) {629,868) 22,896 2,044
Change in accounting _
principle - - (1,384,294) {123,600)
Extraordinary item {309,998} - - -
Net consolidated income (loss}
for the year Ps. 238,709 Ps. {1,214,837) Ps. {2,403,910) $ (214,639)
Allocation of consolidated
net income:
Majority stockholders’ interest Ps. 45,446 Ps. {1,084,545) Ps. (2,240,387) $ (200,038)
Minority stockholders’ interest 193,263 {130,292} {163,523} {14,601)
Ps, 238,709 Ps. (1,214,837) Ps. {2,403,310) $ (214,639)
Income (loss) per share:
Income (loss} from continuing
operations Ps. 0.59 Ps. (0.43) Ps. {0.76) $ (0.07)
Discentinued operations Bs. {0.19) Ps. {0.486} Ps. 0.02 $ -
Change in accounting principle Ps. - Ps. - Ps. {1.01}) $ {0.09]
Extraordinary items Ps. [0.23}) Ps. - Ps. - ¥ -
Majority net income (loss) Ps. 0.03 Ps. {0.79) Ps. (1.64) $ {0.15)
Weighted average shares ‘
outstanding (000’s) 1,368,006 1,369,079 1,368,079 1,369,079
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CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION
FOR THE YEARS ENDED DECEMBER 31, 2001, 2002 AND 2003
EXPRESSED IN THOUSANDS OF CONSTANT MEXICAN PESOS (Ps,) -
AND THOUSANDS OF U.S. DOLLARS ($})

2001

2002 2003 2003
Operating activities:
income {loss) from continuing operations Ps. 802,570 Ps. {584,269) Ps. (1 ,042,512) $  (93,083)
Add (deduct)-ltems which
do not require (generate) resources-
Depreciation and amortization 1,310,465 1,319,529 1,380,750 123,283
Depreciation of idle plant 75,517 7,539 2,631 235
Impairment of fixed assets 101,205 50,388 14,140 1,263
Capitalized integral financial cost {5,838} - - -
Equity in associated companies :
and unconsolidated subsidiaries 125,376 5,408 {11,252) {1,005}
Amortization and write-off -
of goodwiil 85,418 79,992 154,377 13,784
Deferred income taxes (572,760} {83,149} {279,890) {24,991)
Non-cash items from
discontinued operations 114,055 57,813 20,634 1,842
2,036,008 853,149 238,878 21,328
Changes in operating assets and liabilities-
Notes and accounts receivable 1,147,934 {53,954) {617,634) (55,147)
inventories 604,575 53,604 29,530 2,637
Prepaid expenses 24,718 20,868 {21,435} (1,214)
Real estate assets available
for sale (19,610} 19,610 - -
Decrease in current assets due to sale
of assets of Industrias
Resistol, S.A. de C.V. - - 270,216 24,127
" Cuprent assets from discontinued
operations 79,055 281,360 93,663 8,363
Notes and accounts payable
to suppliers, other payables
and accrued liabilities 71,941 {140,601) (308,988) {27,588}
Income taxes and empioyee
profit sharing 186,350 {291,010) 118,765 10,604
Current liabilities from '
discontinued operations {31,511) {34,037) (69,750} {6,228)
2,073,452 (144,159) {505,633) - (45,146)
Discontinued operations (253,863} (629,868} 22,896 2,044
Change in accounting principle - - {1,384,294) {123,600)
Extraordinary items {309,998) - - -
Net resources generated .
by {used in) operations Ps. 3,545,599 Ps. 79,122 Ps. (1,628,153 $ (145,374)
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2003

2001 2002 2003
Financing activities:
Proceeds from debt Ps. {1,384,338) Ps. 4,852,720 Ps. 7,097,310 $ 633,700
Payments of debt {508,058) {2,654,645) {7,505,534) (670,149)
Effect of the variance on short-term )
hank loans, current portion of long-term
debt and long-term debt (558,659) {598,238} {484,589) (43,277)
Related parties - long-term - - 124,482 11,115
Other long-term liabilities (231,462} 322,197 {202,278} {18,061)
Deferred income taxes - (516,591) 252,283 (178,476} 115,936)
Increase in capital stock due to merger 650 - - -
Dividends paid {228,323) (440,469) (206,315} (18,420}
Dividends paid to minority interest {402,055) {121,073) - -
Adjustment of additional employee :
retirement liability - {154,105) 6,947 619
Decrease in minority stockholders’ interest
due to restructuring and sale {652,094) - - -
Net resources (used in) generated .
by financing activities 14,480,930} 1,458,670 (1,348,553) {120,409}
Investing activities:
Land acquisition 17,154) {3,142) - -
Cost of land sold 282,278 64,777 987,434 88,165
Investment in real estate projects {761,902) {405,757} (518,224} {48,271)
Cost of real estate projects sold 137,552 368,978 232,085 20,722
Trade receivables - long-term - - (1,048,481) (23,616)
Investments in shares (260,854) 29,137 - -
Cumulative effect of change in accounting
policy of goodwill ' - - 898,891 80,260
Sale of shares of subsidiaries 1,574,561 - - -
Cash and cash equivalents
of subsidiaries sold (79,368) - - -
Purchase of minority sharcholdings - - {314,101) {28,045)
Acquisitions of property, piant and equipment (785,151} {1,117,412) 1802,625) {71,664)
Net bosk value of retirements of preperty,
plant and equipment 666,375 262,445 401,898 35,893
det book value of retirements of property,
plant and equipment of Industrias
Resistol, 8.4, de C.V, - - 453,156 40,462
Cumulative effect of change in accounting :
policy in property plant and equipment - - 712,457 63,614
Met increase of investment properties - {28,349} - -
Qther assels {94,881} 242,140 75,861 6,773
Investing activities of discontinued
operations 3,718 66,469 116,658 10,416
Net rescurces generated by (used in}
investing activities 875,084 {520,714} 1,195,110 106,762
Net increase {decrease) in cash and )
cash eguivalents {260,237) 1,017,078 {1,781,596) {159,074)
Net decrease in cash and cash
equivaients from discontinued
aperatiens {13,919} {8,288} - -
Cash and eash equivalents:
Balance at beginning of yeay §,76€,229 1,482,773 2,501,563 223,358
Batancs at end of year Ps. 1,488,772 Ps. 2,501,563 Ps 719,287 $ G4, 284

The accompainying netes ave parl of these consalidatad tnancial statemante.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

AS OF DECEMBER 31, 2001, 2002 AND 2003

EXPRESSED IN THOUSANDS OF CONSTANT MEXICAN PESOS (Ps.)
AND THOUSANDS OF U.S. DOLLARS ($)

1. PRINCIPAL ACTIVITIES AKD SIGNIFICANY EVENTS

Activities - Desc, S.A. de C.V, [“BESC”) is the controlling stockholder of a group of companies engaged mainly in the manufacture and
sale of autoparts, chemicals and foed. it is also engaged in the acquisition, sale and development of real estate,

SIGNIFICANT EVENTS-

a. The economic slowdown recorded in the last few years had a significant impact in the United States of America and Mexico, with ‘

adverse consequences on the results of DESC, primarily in the automotive and chemical sectors. For this reason, during 2002 and
2003 DESC decided to reviewing its investment portfolio and realigning its operating structure to reflect market conditions.
Therefore, during 2002 DESC decided to close the following non-strategic businesses: spark plugs and electric parts from the
automotive sector, the natural pigments business in the chemicals sector, and in the food sector the hog raising operation in the
Bajio region and the shrimp farming business, which was donated to the Instituto Tecnclégico de Estudios Superiores de Monterrey;

it also began a downsizing program which continued during 2003, during which period the group’s work force was reduced by 15.1%
(see Notes 17 and 18).

b. In December 2003 the Company satisfactorily concluded the agreement with bank creditors to refinance syndicated loans and a sig-
nificant part of the Company’s short-term debt. The total amount of the restructured debt was approximately $667,000 {$445,700 and
Ps.1,223,000 of long-term loans and $112,000 of revolving credit and letters of credit}, which represents around 63% of the Company’s
consolidated debt. The terms of the negotiation include maturity of the debt after five years and a grace period of 30 months as of
January 2004 for payment of principal, The interest rates oblained for the dollar debt are LIBOR rate plus a variable interest margin,
while the rate for the Mexican peso debt is THE (interbank interest rate) plus a variable interest margin (see Note 11,

¢. Continuing with the programs mentioned in subsection a. above, the following resolutions were adopted at the Stockholders’ Ordinary
General and Special Meeting held on April 28, 2003:

i. Merge BESC with Industrias Besistol, $.4. de C.V. with DESC surviving as the merged company. Such merger went into effect for
accounting and tax purposes as of Sepiember 29, 2003, DESC sold basically ail of the assets of the aforementioned subsidiary
engaged in the manufacture and sale of adhesives and waterproofing materials as of September 30, 2003, As a result of such asset

sale, the Company genevated a loss of Ps,11,613 which is recorded in the siatement of income (loss) under the heading “Other
expenses”.

il Merge DESC with Industrias Ruiz §alinde, S.A. de C.V., with DESC surviving as the merged company. Such merger went into effect

for accounting and tax purposes as of May 1, 2003, for which reasen as of this date Industrias Ruiz Galindo, S.A. de C.V. ceased to
exist as a legal eniity,

2. BASIS OF PRESENTATION

a. Convenience transtation - U.S. dollar amounts shown in the financial statements have been included solely for the convenience of
users and are iransiated at the exchange rale for Becember 31, 2003 of 14,1998 Mexican peses per .S, deltar. Such translation should
not be interpreied as a representation that the Mexican pese amounts have been, could have been, or could in the future be, translated
into U.S. dollavs at this or any other exchange rate. The statements of income in US dollars generated monthiy by the Company for local
purposes are determined based on historical amounts for each month and ave converted at the average exchange rates of the respec-
tive months, for which reasen they differ from the accompanying consolidated statement of income {loss).

b. Basis of consclidation - The accempanying consclidated financial statements inciude those of DESC and the subsidiaries in which

there is stockholding and administrative control. All significant intercompany transactions and balances have been eliminated in the
accompanying conselidated financial statements,
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The Company’s principal subsidiaries are:

2002 2003
Automotive segment-
Desc Automotriz, S.A, de C.V. and subsidiaries 89.9% 99,9%
Chemical segment (“GIRSA”)- .
Industrias Negromex, $.A. de C.V, 99.%% 98.9%
Paratec, S.A. de C.V. . 99.9% -
Industrias Resistol, S.A. de C.V. 99.9% -
Quimiy, $.A. de C.V. . 99.9% 99.9%
Resirene, S.A. de C.V. 99,9% 99.9%
Rexcel, S.A. de C.V. 99.9% 99.9%
Nhumo, S.4. de C.V. 60% ‘ 60%
Dynasol Elastémeros, S.A. de C.V, 50.1% 50.1% .
Food sector-
Agrokén, S.A. de C.V, and subsidiaries 99.5% 99,9%
Coriuerte, S.A, de C.V. and subsidiaries {“CORFUERTE”) 77.6% : 96.1%
Authentic Acguisition Corporation and subsidiaries (“AAC”} 81.3% 99.8%
Real estate segment (“DINE”")- -
Cantiles de Mita, S.A. de C.V. ’ 96% 96%
Canada de Santa Fe, S.A. de C.V. 73% 73%
Promociones Bosques, S.A. de C.V. 100% 100%
Inmobiliaria Rine, S.A. de C.V. ) 100% 180%
Club Ecuestre Chiluca, S.A. de C.V, 77.26% -

Te simplify the Company’s administrative structure, DESC was merged with GIRSA and BINE on November 28, 2001 and April 25, 2002,
vespectively, with DESC surviving as the merged company. Additionally Club Ecuestre Chiluca, S.A. de C.V. and Paratec, S.A. de C.V. were
merged into Gantiles de Mita, S.A. de C.V, and industrias Negromex, S.A. de C.V. in June and September 2003, respectively.

The equity in net income {loss) and changes in stockliolders’ equity of these subsidiaries that were acquired or sold, has been included
in the financial statements as of or up to the date on which the transactions took place and was restated in terms of the purchasing
power of the Mexican peso as of Becember 31, 2003,

investments in shares of associated companies and uncensolidated subsidiaries are recorded using the equity method based on the

financial statements prepared using same accounting policies as the Company, and ave inciuded under the “Other assets” heading in the
halance sheets.

c. Sale of certain assets of Industrias Resistol, $.4. de C.V. - As mentioned in Note ic, on September 29, 2003 the merger of Industrias
Resistol, $.4. de C.V. inte DESC went into effect for accounting and tax purposes. On September 30, 2003 DESC sold basically all the assets
of such subsidiary engaged in the manufacture and sale of adhesives and mortar proofing materials suspending its operations in such
businesses. Consequently, the consolidated financial siatements include the results of the subsidiary Industrias Resistol, 5.4, de C.V.
as of December 31, 2001 and 2002, and for the period from January 1 through September 30, 2003, Following is a summary of the con
densed statements of income of such subsidiary for the aforementioned periods:

2001 2002 2003

Net sales Ps. 838,193 Ps. 916,097 Ps. 694,173

Cost of sales (447,531} {479,852) (389,837}

Operating expenses 246,094} {268,414} {183,665)

inteoral result of financing {108,062) - {141,259} {73,058)
Other expenses {43,223} {101,387) {89,795) .

Income tax provision 39,920 23,306 {68,565)

Het income {lass} Ps. 124,188 Ps. 121,508) Ps, {110,745) | J

IR




d. Purchase of minority interests of CORFUERTE and AAC - As mentioned in MNote 20, on November 11, 2003 the minority shareholders
of the subsidiaries CORFUERTE and AAC formally notified their decision to exercise the saie option of their shares to DESC, which
was formalized on January 29, 2004. Consequentiy, as of that date the shareholding of DESC in such subsidiaries increased from
77.8% to 96.1% and from 81.3% to 99.9%, respectively, The amount paid was $14,311 (Ps.156,194) and is recorded as a lahility in
“Other payables and accrued liabilities”. The difference between the book value of the shares acquired and the amount paid was
recorded through adjustments to the goodwill recorded when the subsidiaries were originaily acquired.

e. Conversion of financial statements of foreign subsidiaries ~ The financial statements of foreign subsidiaries, whose operation is not
integrated into that of the Mexican companies {foreign entity), are restated using the national inflation index of the respective country
and are converted to Mexican pesos at the exchange rate in effect at the end of the year. The financial statements in local currency of
foreign companies whose operations are integrated with those of the Mexican companies are converted at the exchange rates in effect
at the transaction closing or origin, depending on whether they are monetary or nonmonetary items, and are restated by using the
Mexican National Gonsumer Price Index {NCPI). The conversion effects of the foreign entity are recorded in stockholders’ equity in the
“Cumulative restatement effect” account. Additionally, the conversion effects of the integrated transactions are recorded in results of
the year in net comprehensive financing cost, within the “Monetary position gain” account, Such effects are not material.

t. Comprehensive income [loss] - Comprehensive income {loss) Is comprised of the net consolidated inceme for the period plus (less)
any gains or losses that under specific accounting regulations are recorded directly in stockholders’ eguity, such as the gain or loss from
holding nonmonetary assets. In 2001, 2002 and 2003 cther comprehensive income is comprised of the gain or loss from holding non-

monetary assets and the effect of translation of foreign subsidiaries and, in 2002 and 2003, the adjustment of additional employee retive-
ment lability,

g. Reclassifications - Certain amounts in the consolidated financial statlements at December 31, 2009 and 2002 have been reclassified
in order to conform to the presentation of the consolidated financial statements at December 31, 2003.

3. SUMMARY OF FINANCIAL DATA BY BUSINESS SEGMENT

The presentation below sets forth certain financial information regarding the Company’s industry segments. intersegment transactiens have
been eliminated,

Total assets by industry are those assets that are used in the operations of each industry segment. Corporate assets are principally cash and
long-term investments,
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4. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies followed by BESC and subsidiaries (the “Company”) are in conformity with Mexican GAAP, which require man.
agement to make certain estimates and use certain assumptions to determine the valuation of some of the balances included in the
financial statements and te make the disclosures required for inclusion therein. Although actual results may differ from those estimates,

management believes that the estimates and assumptions used were appropriate in the circumstances. The significant accounting peli-
cies foliowed by the Company are as follows:
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a., Adoption of accounting principles - The Company early adopted the provisions of new Bulietin C-15, “impairment in the value of long-lived
assets and their disposal’ {“C-15"). C-15 establishes, among cther issues, that in the presence of indicators of impairment of a fong-ived asset
in use, whether tangible or intangible, including goodwill, entities must determine the possible loss from impairment, unless they have
evidence clearly demonstrating that such indicators are of a temporary nature. To calculate the loss from impairment requires the deter-
mination of the recovery value, now defined as the higher of the net seiling price of a cash generating unit and its use value, which is
the present value of future net cash flows, at an appropriate discount rates. In the provisions prior to C-15, net future cash flows refe-
renced to the purchasing power in effect at the evaluation date were used, without requiring the discounting of such fiows. The effect
derived from the application of this new principle was the vecognition of Ps.712,457 of impairment in the value of certain property, plant
and eguipment and Ps.898,891 of impairment in the value of the goodwill of certain subsidiaries. The charge to 2003 results was

Ps.1,384,294, net of a reduction of Ps.227,054 in the related deferved income tax Hability, presented in the statement of income under
the heading “Change in accounting principle”.

Beginning January 2003, the Company adopted the provisions of the feilowing Mexican hulletins:

. Bulletin C-8, “intangibie Assets” (C-8), went into effect. This bulletin establishes that project development costs should be capitalized
if they fulfill the criteria established for recognitien as assets. Any preoperating costs incurred aiter the effective date of this Bulletin
should be recorded as an expense, unfess they meet certain criteria. The unamortized balance of capitalized preoperating costs under

the former Bulletin C-8 will continue to be amortized. During the year ended December 31, 2003, theve was no adverse effect derived
from the application of new Bulletin C-8.

Bulietin C-9, “Liahilities, Provisions, Centingent Assets and Liabilities and Commilments” {C-8), which establish additional guidelines
clarifying the accounting for Habilities, provisicns and contingent assets and liabilities, and establish new standards for the use of pre-

sent value techniques te measure Habilities and accounting for the early setilement of obligations. During the year 2003, there was no
adverse effect derived from the application of new Bulletin C-8,

Builetin E-1, “Agriculture” (E-1), which establishes the vules for valuing, presenting and disciosing biolegical assets and agricultural
products, which includes the administation carvied out by a related party with the respect to biolegical transformation of live animals
' or planis (biological asseis) that are destined to ke sold as an agricultural product or as a comprehensive part of a biological asset.
Bulletin E-1 requives biolegical assets and agricuttural preducts to be valued at their fair market value, less the estimated costs at the point
of sale. Builetin E-1 alsc states that when the fair maritet value cannot be determined in a reliable and shjective manner, the afore-
mentioned assets should be valued at preduction cost, iess accumulated depreciation. Crop production in progress as of December 31,

2003 is valued at cost. The effects devived from the appiication of E~1 in the consolidated financial statements as of December 31, 2003
were not material,

b, Becognition of the sffects of inflation - The cempanies restate all of theilr financial siatements in terms of the purchasing power of
the Mexican pese as of the end of the latest peried, thereby comprehensively recognizing the efects of inflation. The prior year amounts
presented herein differ from these oviginatly repeited in tevims of Mexican pesos of the respective year. Conzaguantly, all financial state-
ment amounts are comparable, hoth for the curvent and the wrior year, because all are siates in terms of Mexican peses of the same
purchasing power.

¢. Temporary invastmants - Temperary Investmenis ave stated at the lower of scquisition cost slus acsrued yields, or at mavket value,
vields ave recovded in the siatement of moome Hassh

e

6. hitventories and cost of sales - invesisries ave mviginally recorded 3t thelr acquisttion or manufacivring cost and restated to their spe.
eific net replacement cost withow? excceding ret realizable valus. Substantially all subsidiaries compurte coct of sales using the replace.
mient cost at the time of sale.

asr with developed land
sition, development and
wo pate far the purpose of showing values

e, Land held for aevelopment and res : eloped land represents land yosn
ané ongoing and cow ;
eonstruction sos:
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1§ the Mexican NCPI had heen used %o restate land held for development, developed Jand and real estate projects, their net value at
Becember 31, 2002 and 2003 would have increased by Ps.873,621 and Ps.609,431, respectively, and the cost of land sold for the years
ended December 31, 2001, 2002 and 2003 would have increased by Ps.143,681, Ps,121,277 and Ps.159,621, respectively.

The Cempany capitalizes the integral financing cost on debt used to finance real estate projects in progress, in addition to their
construction and development costs. During 2001, 2002 and 2003, the Company did not have real estate projects whose integral financ-
ing cost was subject to capitalization.

f. Property, plant and equipment - This item is recorded at acquisition cost and is restated by using NCP! factors. For foreign fixed assets,

their acquisition cost is restated for inflation of the country of origin and the fluctuation of the Bexican peso against such currency is
considered.

if the restatement of all property, plant and equipment had been calculated using the BCPI, the net value of fixed assets as of December
31, 2002 and 2003 would have increased by Ps.1,905,377 and Ps.174,565, respectively, and the depreciation as for the years ended
December 2001, 2002 and 2003 would have increased by Ps.212,313, Ps.210,416 and Ps.44,702, respectively.

The companies capitalize the integral financing cost on debt used to finance construction in progress and the instailation of equipment,

until they are placed in service. During 2001 the integral financing cost capitalized was Ps.5,838. During 2002 and 2003, the Company
did not have construction in progress whose net comprehensive financing cost was subject to capitalization.

Depreciation.of property, plant and equipment is calculated using the straight-line method applied to month~end balances based on the

average restated value of the year deducted from a salvage value, which, depending on the heading, fluctuates between 5% and 10% of
its restated value, and their estimated useful lives.

g. Impairment of fixed assets - The amounts shown in the accompanying consolidated statements of income (loss) hasicaily refer to the

reduction in value of property and machinery of some productive facilities, in order to reflect their realizable value in accordance with
the current situation of such businesses. .

h. Financial insiruments - Financial assets and liabilities resulting from any type of financial instrument, except for investments in finan-
cial instruments held to maturity, are presented in the balance sheet at fair value. The effects of the vaiuation of 2 financial asset or lia-
hility are recognized in results of operations of the respective period. Investments in financial instruments held to maturity are valued
at acquisition cost. The costs and yields of financial instruments are recognized in results of the period in which they occur,

i. Derivative financial insiruments - These instruments are traded only with authorized institutions and trading limits have been

estabiished for each institution. The Company does not carry out transactions with derivative financial instruments for the purpose
of speculation.

The derivative financial instruments currently used by the Company are primarily hedge contracts o reduce its exposure to exchange

rate and interest rate fiuctuations, Premiuvms naid ave amortized over the term of the derivative financial instrument using the unpaid
halance of the liability being hedged,

Derivative financial instruments identilfied as hedges are valued by applying the same valuation criteria used for the assets or liahilities
hedged, and the efiects of their valuation are recognized in results of operations, net of costs, expenses, or revenue from the assets or
liabilities whose risks ave being hedged. The financial assets or liahilities generated by these instruments are presenied in the balance
shicet as a reduction of the liabilities or assets whose risks are being hedged.

i Geodwill - Up to 2003, the goedwill vesulting from acyuisitions made in exncess of bool value is restated by applying the NCPI amor-
tized over periods ranging from five o 20 years, the terms over which the benefits from the investment will he realized. Bue to the early
adoplicn of new Bulletin C-15, goodwiil is subject 1o the impaivment of long-tived asseis calculation.

k. Other asseis ~ Costs incuried in the development phase that meet certain requirements and that the Company has determined will
have future economic beneflis ave capitalized and amortized based on the siraight-line method over five years. Those disbuisements
that do not meet such requivements are recerded i sesulls of the period in which they are incurred. Intangible assets with indefinite
fives are not amortized because they can be rencwed at a reduced cost, howevey, thelr value is subject to impairment tests, Precperating
cosis incurved after January {4, 2003, ave vecerded dircctly in results of the period in which they are incurred. Preopérating expenses
incurred and capitalized up te December 3%, 2002 are amoriized using the straighi-line methed over five years.

i, fmpairment of long-fived assets in use - The reviews the book value of long-lived assels in use tangible and intangible, in the
presence of any indicator of inp et | §
the presant ualue of fulwre nel WG

considering e amount by which the hool w




m. Provisions - Provisions are recognized for obligations that result from a past event, that are probable to resuit in the use of economic

resources and that can be reasonably estimated. Such provisions are recorded at net present values when the effect of the discount is
significant,

n. Income tax, asset tax and employee préfii sharing - Income tax {{SR) and employee statutory profit sharing (PTU) are recorded in
resuits of the year in which they are incurred, Beferred income tax assets and liabilities are recognized for temporary differences result.
ing from comparing the book and tax values of assets and liabilities, plus any future benefits from tax loss carryforwards. Deferred
income tax assets ave veduced by any henefits that, in the opinion of management, will probahly not be realized, Deferred PTU is derived
from temporary differences between the book result and income for PTU purposes and is recognized only when it can be reasonably

assumed that they will generate a liability or benefit, and there is no indication that this situation wiil change in such a way that the lia-
hilities will not be paid or benefits will not be realized

The asset tax paid that is expected to be recoverable is recorded as an advance payment of income tax and is presented on the balan-
ce sheet with deferred ISR.

0. Employee retirement obligations - The liability from seniority premiums, pensions and vetirement payments, which is similar to a pen-
- sion, is recorded as accrued, and is calculated by independent actuaries based on the projected credit unit method, at real interest rates.
Therefore, the liability is being recognized which, at present value, is expected to cover the obligation for these benefits at the esti-

mated retirement date of all the Companies’ employees, Severance payments are charged to resuits when they are determined to be
payable. .

p. Foreign currency balances and transactions - Foreign currency transactions are recorded at the applicable exchange rate in effect at
the transaction date. Monetary assets and liabilities denominated in foreign currency are ivansiated into Mexican pesos at the applica-

ble exchange rate in effect at the balance sheet date. Exchange fluctuations are recorded as 2 component of net comprehensive financ-
ing cost (income} in the consolidated statements of income.

6. Restated stockholders’ equity - This item consisis of menetary position result accumulated through the first restatement of the finan-
cial statements and the gain {loss) from helding monetary assets, because price levels increased above (below) inflation.

v. Revenue recognition - Revenues of the subsidiaries of the autoparts, chemical and food sectors are recognized when the inventories
are delivered or shipped to customers and customers assume responsibility for them,

The real estate sector recognizes the revenues and costs from sales of urbanized plots of land in results when the sales are formalized
and the deposits securing the transaction are received. The individual assignment of the cost of ihe land and real estate project takes
into consideration the relative selling price of the total project so as o maintain the same profit margin throughout the project.

Revenues and costs from real estate projects are recorded originally as a deferred credit for construction commitments and as real
estate projects in process and are recognized in results based on the “gercentage of completion” method, Therefore, revenue is matched

with costs incurred to reach the siage of completion to terminate the project. if the latest estimated costs determined exceed the total
revenues contracted, the respective provision is charged to results of the year.

s. Integral financial resuit - This represents the net effect of interest earned and incurred, exchange gains and losses and monetary posi-

tion gain or loss on, which is the resuit of maintaining monetary assets and liabilities whose real purchasing power is modified by the
effects of inflation.

t. Income per share - Basic income {loss) per crdinary shave is caleulaied by dividing net income (loss) of majority stoeckholders by the
weighted average number of shares outstanding during the yean '

5. CASH AND CASH EQUIVALENTS

2002 2003
Cash Pa. 436,748 Bs. 243,883
Restricted cash - 16,400
Cash equivalents 1,788,115 459,804
Technslogy znd trust funds fo be used
within three months 216,732 -
Be 118,557

Annual Beport dasc 20038




: part of the sale of the assets of Industrias Resistol, S.4. de C.V,, the Company received Ps.53,539 in cash with formal restrictions as i
its availability, of which Ps.16,400 represents short-term restricted cash, and Ps.37,139 on a long term basis, recorded under the
-ading “Other assets”.

- of December 31, 2002 the technology and training funds held in trust, which would be exercised within three months during 2003
cre classified as cash.

. NOTES ARD ACCOUNTS RECEIVABLE

2002 2003
Trade Ps. 2,882,150 Ps. 3,492,644 :
Less- Allowance for doubtful accounts {58,847} {109,596} %
2,823,303 3,383,048
Other debtors ) 84,467 109,665
Recoverable taxes 301,969 412,578
Other receivables 615,612 365,050
Ps. 3,825,351 Ps. 4,270,341
The movements of the allowance for bad debts are as follows:
2002 2003
Balance at thé beginning of the year Ps. 56,080 Ps. 56,600
Provision for the year 15,377 68,306
Provision used in the year {15,808) [17,557)
Restatement of initial balance 3,1%8 2,247
Balance at the end of the year Ps. 58,847 | Ps. 109,526

During 2002 and 2003, certain subsidiaries scld commercial paper without recourse at an average financial cost of 9.23% and 9.08% for
Mexican pesos, respectively, and 3.62% and 3.86% for U.S. doflars, respectively, and terms ranging between 4 and 89 days in 2002 and
hetween 4 and 74 days in 2003, with two {inancial institutions. As of December 31, 2002 and 2003, the balances of commercial paper
sold without recourse were Ps.520,883, and Ps.493,488, respectively {equivalent to $46.5 and $44.1 million, respectively).

|Trade receivables - long-term - Certain real estate sector have long-term trade receivables in US dollars, which are recorded at present
value at a 3% discount rate with the following maturities:

2005 Ps. 205,399
2006 211,312
2007 and thereafter 244,77¢

Ps. 1,046,481
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7. INVENTGRIES

2002

2003

Finished goods and work-in-process Ps. 1,978,504

Raw materials, supplies and other 1,236,041
3,214,545

Less- Allowance for slow-
moving items {55,568)
3,158,977
Advances to suppliers 34,145

Ps. 3,193,122

Ps. 2,001,478
1,153,483
3,154,961

(61,416)
3,093,545
26,891

Ps. 3,120,436

Movements in the reserve for obsolete and slow-moving inventories are as follows:

2002 2003
Balance at the beginning of the year Ps. 73,050 Ps. 53,447
Provision for the year 33,770 53,049
Provision used in the year {52,428) {47,201)
‘Restatement of the initial balance 1,176 2,421
Balance at the end of the year - Ps. 55,568 Ps. 61,416
8. LAND HELD FOR DEVELOPMENT AND REAL ESTATE PROJECTS
2002 2003
Land held for development . Ps. 982,148 Ps. 1,035,260
Real estate projects-in-progress 1,462,090 1,511,118
Developed land 4,817,782 1,254,485
Advances to contractors 23,271 26,283
Other 5,237 1,166
Ps. 4,280,528 Ps. 23,828,312
U —

9. PROPERTY, PLANT AND EQUIPMENT

2002 2003

Annual Depreciation
Rate (%)

Buildings and instailations
Machinery and equipment
Vehicles

Furniture and fixtures
Other

Accumulated depreciation

Projects-in-progress
Land

Ps. 6,121,207

Bs. 6,086,108

17,110,130 16,758,770
283,735 443,807
427,064 402,681
527,423 536,749

24,469,959 24,166,116
{12,908,484) 115,345,357
14,561,475 16,327,759
316,316 46%,993
1,205,132 {,827,36%

Ps. 13,604,628

Pe, 11,815,121

2o 31.5
2.81031.8
€10 33.3
1010 30
3510433

—
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Temporarily idle assets amount Ps.332,316 and Ps.66,800 in 2002 and 2003, respectively, and permanently idle assets Ps.198,378 and “L
Ps.544,458 in 2002 and 2003, respectively. )

Certain subsidiaries entered into a machinery sale agreement [without obligation to repurchasej with a financial mstntuhon On that ‘ ’
date, a machinery lease agreement covering the same machinery was executed (see Note 19).

Date of contract Term Amount Leases payment Interest rate .
June 29, 2001 5 years $  18.7 million Quarterly 1.5%
December 19, 2002 7 years $  11.0 million Quarterly 3.7%
March 27, 2003 7 years $ 3.1 million Guarterly 3.7%
August 19, 2003 7 years $  21.2 million Quarterly 3.4% to 3.7%
Investment properties as of December 31, 2002 and 2003 are comprised as follows:
2002 ' 2003
Buildings Ps. 340,679 Ps. 217,500
Accumulated depreciation {171,788) (104,852}
Land 190,734 71,897
Ps. 359,025 Ps. 190,545

The annual averége rate of depreciation of buildings in 2002 and 2003 was 2.4%. As of December 31, 2003 the fair value of investment : ,
properties is Ps.209,658. . ‘ ‘

As of December 31, 2003, property, plant and equipment of certain subsidiaries are pledged against the Company’s long-term bank debt
{see Note 11).

10. OTHER PAYABLES, ACCRUED LIABILITIES AND BUSINESS RESERVES AND CONTINGENCIES

2002 2003

Accounts and notes payable to contractors Ps. 24,606 Ps. 36,365
Cther debtors 322,317 366,110
Account payable to mincrity investors - 156,194
Warranty reserves 38,213 91,845
Business reserves and contingencies 438,359 92,125
Expense provisions 166,065 162,611
Advances from customers 14,465 56,291
Royalties and technical assistance 31,477 15,384
Dividends payable 208,328 2,013
Taxes payable 229,590 407,253
Interest payable 105,886 116,944
Other 197,830, 228,843

Ps. 1,777,136 Ps. 1,731,975

ovements of the restructuring and contingencies reserve are as follows:
2002 2003 ;

Balance at the beginning of the year Ps, 565,443 Bs, 421,621
Reserve for the year 408,741 106,961
Reserve used in the year {373,756) {447,195)
Restatement of the initial balance 37,931 16,738
Balance at the end of the year Ps, 428,358 P, 02,125

e e e et pene v



a, The Company recorded a restructuring reserve in the year ended December 31, 2001 which has been increased and used in accordance
with the project for realigning its cperating restructure. The balance as of December 31, 2003 will be exercised during 2004, for the termi-
nation of the project mentioned above and the definitive close of Bioguimex, SA de C.V. (natural pigments business)

b, On January 7, 2003, the Company’s subsidiary Fenoquimia, S.A. de C.V. was notified of a new ancillary claim filed by Sales Nacionales,
S.A. de C.V,, in which the latter guantifies the aforementioned damages and monetary losses in the amount of Ps.159,804. Such claim was
answered by Fenoquimia, S.A. de C.V.; however, on December 11, 2003, the Company reached an agreement with its counterparty to con-

clude this dispute, with a one-time payment of Ps.54,480 in cash and real estate assets, for which there was a provision recorded in prior
years within the restructuring and contingencies reserve., : ‘

¢. Certain subsidiaries are engaged in lawsuits as plaintiffs and defendants in the regular course of operations. These lawsuits always
involve uncertainty, and some of them may result in adverse judgments for the companies. While it is impossible to determine the amount

involved in pending lawsuits, management believes that based on the facts any resulting liability would not materially affect the financia!
position or results of operations of the companies.

11. BANK LOANS AND LONG-TERM DEBT

Bank loans and long-term debt are as follows:

2002 2003
Maturity Interest Rate Amount Maturity interest Rate Amount
Syndicated loan-
DESC $445.7 million - - - 2006 to 2008 LIBOR + 1.625a | Ps. 4,892,311
LIBOR + 4
DESC Ps.1,223 million - - - 2006 to 2008 THE + 111252 1,222,553
THE + 4
DESC $100 miliion - - - 2006 LIBOR + 1.375a " 1,119,980
LIBOR + 3.5
DESC $97.17 million 2005 LiBOR + 1,375 Ps. 1,046,778 - - . -
DESC $177.83 million 2007 LiBOR + 1.625 ’ 1,915,699 - - -
DESC Ps.1,300 millicn 2007 TIHE + 0.9 1,351,610 - - -
Medium-term promissory notes-
DESC 680,569 miltion UDIS 2006 and 2007 9% and 8.20% 2,282,518 2606 and 2007 9% and 8.20% 2,281,268 ‘
International Finance Corporation-
Chemical segment $6.57 million 2003 to 2006 Variable 204,681 2004 to 2006 LIBOR + 2,125 73,599
Chemical segment $90 million 2003 to 2009 Variable and fixed 1,131,128 2004 to 2009 Variable and fixed 1,007,982
Loans-
DESC $15 million 2003 and 2004 3.85% 161,580 - - -
‘DESC $35 miliion 2003 and 2004 3.75% 377,043 - - -
Secured bonds-
DESC (formerly DINE} $73 miition 2007 8.75% 786,952 2007 8.75% 818,157
Secured syndicated loans- '
Desc Automotriz $4.23 million 2003 7.34% 45,527 - - -
Desc Autowmotriz $0.5 million 2004 LIBOR + 1 16,159 2004 LIBOR + 1 5,600
Other loans payable in-
Mexican pesos 2003 to 2010 Variable 31,179 2004 to 2010 Yariahle 24,189
Foreingn currency 2003 to 2010 Variahle 362,995 2604 tc 2010 Variable 61,038
9,713,860 11,606,677
Less-Current portion 662,211 246,666
Ps. 9,051,649 ‘ Ps. 11,360,011

&s of December 31, 2002 and 2003, the LIBOR rate was 1.28% and 1.46% respectively, and the Mexican Interbank rate {THE) was 8.45%
and 7.9% vespectively.
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sg-term debt maturities as of December 2003 are as follows:

2005 Ps. 198,918
2006 ‘ -4,469,882
2007 4,264,706
2008 2,258,485
2008 and thereafter 168,009

Ps. 11,360,011

:2 current portions of long-term debt and short-term hank loans are as follows:

2002 ' 2003
Current portion of long-tenm deht Bs. 652,211 Ps. 246,666
Other loans payable in-
Foreign currency 2,879,617 193,887
Ps. 3,641,828 Ps. 449,553

sebt refinancing - s mentioned in Note 1, during December 2003, an agreement was satisfactorily reached with the bank creditors to
efinance the Company’s syndicated icans and most of its short-term debt. The most impertant terms of the financial restructuring
:igned on December 23, 2003 are indicated below:

a. Syndicated loan of $445,7 miltion at the LIBOR interest rate plus & variable mavgin depending on the index obtained in the con-
dated debt to operating profit financial ratio, less depreciation and amortization, which fluctuates between 1.625 and 4.000, with
aturities between 2008 and 2008, As of December 34, 2003, the variable margin is 3.5, The inferest will be payable on a monthly or

arterly basis.

b, Synd%cate_d loan of Ps.1,223 million, at an interest rate equal to THE plus a variable margin depending on the index obtained in
.he consofidated debt tc eperating profit financial vatio; less depreciation and amoriizations, which #iuctuates hetween 1.125 and 4.000,
ith maturities from 2006 to 2008, respectively, As of December 31, 2003 the variable margin determined is 3.5, The interest will be

PN )

-ayahie on a monthly basis,

¢. Credit of $112 million, divided into two tranches, {i} $100 million revelving cradit, at the LIBGR interest af eate pius 2 variable mai-
3in depending on the index obizined in the consolidated debt to eperating profit finzncial ratio, less depreciation and amertization, which
iiuctuates between 1.375 and 3.500, and (if) $12 mitlion credit istiers, both with maturity In 2008, As of December 31, 2003 the Company
25 applied dispositions agzinst the tranche of $100 million, and the variabie interest margin determined is 2.0, The interest will be
ayable on a monthly or guarteriy basis.

As part of the conditions nagetiated, the coerating subsidiaries and centain mrg subsidiaries were considered jointly and severally

+able and guarantors for the debt, and a package of concreie guavaniess was crealed consisting of fized assels, accounts receivalie
of the real estate sector and stock in certain subsidiarizs.

The financing reccived astablishes certain restrictions for the Company, with wh el the Company ke sorplied. The mest impeortant
-astrictions are:

- Haintain the interest coverage ratio in exeess of 2.25%. 4t the closs

— Maintain the ratie of total debt of subsidiaries tp consslidaled

— Maintain the ratio of cencolidated debl to cnerating nrofit, plus de
peses and U.S. dollaes. At the close of 2803 the ratie s 4.98.

— Blaintain the ratic of consolidated debt te lotal capitzbization helaw

- Gertain rostrictions on the sstablishment of new lans,
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— Restriction on the safe of 5 o i

- Gortaln restuieticns aopt

f 2002 the ratlo fs 2.81.
bowy .28, At the clese of 2007 the ratio I §.11.
sefot .38 hased on noming

P
S tatdidn

del.




Medium-term promissory notes - In October 1998 and July 2000, the Company issued medium-term promissory notes equivalent to
324,000,000 and 356,568,600 units of investment (“UDIS”), respectively. The UDI value as of December 31, 2003 was 3.352003, which is
equal to Ps,1,086,049 and Ps.1,195,219, respectively. The issues hear quarterly interest of 9% and 8.20%, respectively, and mature in
2006 and 2007, respectively. There are no restrictions on the promissory notes.

International Finance Corporation - As a result of the merger between DESC and GIRSA, on December 14, 2001, a contract to transfer
the debt was executed by the subsidiaries of the chemical sector of DESC and International Finance Corporation {IFC), through which
GIRSA transferred to the subsidiaries of the chemical sector the leans obtained from IFC, as follows:

a. Loan of $6.57 million executed between GIRSA and IFC subdivided into two (A and C) loans bearing semiannual interest at LIBOR

plus 2.125, The repayment of loan A will have the following instaliment on Felruary 15, 2004 and lean € in semiannual payments for two
years as of the payment date of loan A. B

b. Loan of $30 million executed between GIRSA and IFC subdivided into two loans, generating interest at LIBOR plus 3.75 for the

$38.6 million loan and 10.35% for the $51.4 miilien loan. Payments on such loans will be made in equal semiannual instaliments for six
years beginning March 15, 2003,

The financing received establishes certain restrictions for GIRSA, with which the Company has complied. The most important restric-
tions are:

— Maintaining a liquidity ratio equal to or higher than 1.1.
— Limitations on the disposal of property, plant and equipment.
— Consolidated short-term debt shall not exceed 20% of the consolidated net sales of the immediately preceding year.

issuance of secured bonds - Gn Octoher 9, 1997, DINE issued long-term bonds guaranteed by BESS in international markets at 8.75%

annual interest, with principal and interest due and payable on Ocicher 9, 2007, As a vesult of the merger ketween DESC and DINE, DESC
acquired the obligations related to the issue of such bonds.

At Becember 31, 2003 the book value of the bonds issued by DINE is $73 millien and fair value $70.8. miltion.

12, RELATED PARTIES

Club Ecuestre Chiluca, $.4. de C.Y., a 77.26% subsidiary of the Company, sold ali of its tesritorial reserves for $79.4 million. Prior to the
sale of such reserves, the Company acquired the remaining 22.74% interest fvewm minority sharehoiders {which in tumn are the
Company’s main sharcholders) at their commercial vaiue, which will be paid on the same terms and conditiens as the realization of the
account receivable; i.e., four annual payments from December 2004 te 2007, Therefore, such balance is presented in the halance sheets
as a long-term liability. The ditievence hetween the purchase price of the minority interest and the book value of the shares acquired is
included in other expenses for the vear ended December 31, 2003 as “Goodwill write-off from Club Ecuesire Chiluca, S.A. de C.V.”

13. EMPLOYEE RETIREMENT BENEFITS

The liability for employee henefit obligations relates to the pension slan, whick Wilt cover the pension and seniorily premiums due upen
retirement of the Company’s employaes. The ameunt vesulting fram Independent actuavial calculations using the projected unit credit
methed, is as foliows:

za6z2 2003

Projected henelit olligation "FBE"

s, 1,063,475
Plan assets

845,586
1447,389)

Unrecognized transition Hability {279,753)
Unvecognized variances in assumgt 658,718

ad bonelit ase

fg, {67,924}

gt Y0 the
i 2603,
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ne suhsnduanes have estabhshed irrevocable trust funds to cover accrued employee benefits, The contributions made in 2001 and
132, based on actuarial computations, were Ps.143,207 and Ps.23,241, respectively. The Company follows the funding recommenda-
s of its actuaries. At December 31, 2003 the balance of these funds is Ps.81 5,586 which consasls of the Company’s common stock

37es and certain fixed-rate investments. 3

ne number and series of common stock shares of the Company_held by the trusts at December 31, 2003 were as follows: :

ne market value of the Company's shares held at December 31, 2003 was Ps.191,229. During 2003 Rhe trusts sold 267,400 shaves of

he Company’s stock.

Sevies A 32,917,520
Series B 2,381,315
Series C 20,147,735

ne cost of employee benefits is as follows:

2001 2002 2003
Service cost 73,776 Ps. 59,055 Ps. 53,900
Financial cost 62,078 51,738 51,459
Amortization of transition liability 8,773 13,926 5,304
Amortization of variances in assumptions 34,807 26,406 22,449
' 179,534 151,125 133,112 1
Effect of early personnel reduction - - 74,881
Less- Actual return on pian assets 45,607 41,413 31,485
Net result for the period 133,927 Ps. 109,712 Ps. 176,508
R - _ T ] —

interest rates utilized in the actuarial calculations recommended by the Mexican Association of Consultant Actuaries for 2001, 2002 and

2003 were as follows:

Investment yield rate 7.0%
Interest rate 5.0%
Salary increase rate 1.5%
ine changes in the projected benefit obligation are as follows:
2002 2003

Opening balance

Service cost 58,055 53,800
Financial cost 51,738 51,459
| Actuarial result {183,586} - {70,720)

Final halance

Ps. 1,101,628

Ps. 1,028,836

Ps. 1,028,836

Ps. 1,063,475
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The changes in the net projected asset [liability) were as follows:

Actuarial gain

Final balance

76,884

2002 2003
Opening balance Ps. 156,479 Ps. 69,488
Provision for the year {109,712) {176,508}
Contributions to the fund 23,241 -
Payments for reduction of personnel (77,404} {89,687}

: 128,783

Rnnual Raport Weic 2008‘*

Ps. 69,488 Ps, {67,924)
The changes in the fund were as follows:
2002 2003

Opening halance Ps. 652,873 Ps. 577,885
Contributions to the fund 23,241 Ta

Yield on fund assets 41,443 31,485
Variation in the value of fund assets {62,238) 95,903
Payments for reduction of persennel . {77,404) {89,687)
Final balance Ps. 577,885 Ps. 615,586

The amortization periods are as follows:

Remaining Years

Transition liahility

Variances in assumptions

15 to 21
16 to 28

14. STOCKHOLDERS' EQUITY

During a Stockholders’ Ordinary and Extraordinary General Meeting held on April 28, 2003, the stockhotders approved the following:

1, The merger of DESC and Industrias Resistol, 5.A. de C.Y., with DESC as the surviving company. Such merger became effective for
accounting and tax purposes on September 29, 2003.

2. The merger of BESC and Industvias Ruiz Galindo, S.A. de C.V,, with DESC as the surviving company. Such mevger became effec-
tive for accounting and tax purposes on May 1, 2003; therefore, as of such date Industrias Ruiz Galindo, S.A. de C.V. ceased to
exist as a legal entity

During a Stockholders’ Ovdinary and Extraordinary General Meeting held on April 25, 2002, the stockholders approved the following:

1. Payment of cash dividends of 29 Mexican cents for each of the outstanding shares, equivalent to Ps.397,033, whose restated
amount is Ps.428,936, payable in four quarterly payments in July and October 2002 and January and April 2003,

2. Merger of BESC and BINE, with DESC as the surviving company. Such merger became effective for accounting and tax purposes
on May 1, 2002; therefore, as of such date DINE ceased to exist as a legal entity.




A; Vofibiet;ember 31, 2001, 2002, and 2003 capital stock is represented by:

Number of Shares Amount
Fixed portion-
Nominative Series “A” shares
{without withdrawal rights and
which must represent at least 51% of
voting stock) 587,479,900 Ps. 7,637
Variable portion- . ’
Nominative Series “B” shares
[with withdrawal rights and which
may not represent morve than 49%
of voting stock) 506,257,866 6,581
Series “C” shares {with voting restrictions) ) 275,341,610 3,580
1,369,079,376 Ps. 17,798

Series “A” and “B” shares may only be acquired by Mexican citizens or Mexican entities with an exclusion clause for foreign investors.
Series “C” shares may be freely subscribed,
may

This shareholding structure was modified on March 8, 2004, as indicated in Note 21.

Stockholders’ equity, except restated paid-in capital and tax retained earnings, will be subject to a tax at the rate in effect when the
dividend is distributed. In 2003, the rate was 34% and will be reduced by one percentage point each year until reaching 32% in 2005.
|Any tax paid on such distribution, may be credited against the income tax payable of the year in which the tax on the dividend is paid
and the two fiscal years following such payment.

The annual net income of each Company is subject to the legal requirement that 5% thereof be t‘ransferved to a iegal reserve each year,
until the reserve equals 20% of capital stock. This reserve may not be distributed to stockholders during the existence of the Company,
except in the form of a steck dividend.

During the years ended 2001 and 2002 the Company distributed restated retained earnings of Ps.448,185 and Ps.428,936, respectively

as dividends, reducing total equity to an ameount lower than restated capital stock, which for accounting purposes represents a capital
reduction,

The kalances of the stockholders’ equity tax accounts as of Becember 31 are:

2002 2003
Contributed capital account Ps. 9,105,963 Ps. 9,105,963
Net tax income account 4,394,401 4,190,160
Total Ps. 13,500,364 Ps. 13,296,123

15. TRANSACTIONS AND BALANCES IN FOREIGN CURRENCY

The Company valued its foreign currency assets and liabilities, represented mainly by U.S. dollars, at the exchange rates effective at
December 31, 2002 and 2003 of 10.3612 and 11,1598 Mexican pesos per U.S. dollar, respectively, as the Company expects to use for-
eign curvency assets to settle foreign curvency liabilities.
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As of December 31, 2002 and 2003, monetary assets and liakilities denominated in foreign currency were as foilows:
2002 2003
Monetary assets-
Current $ 351,852 $ 263,297

Long-Term

93,616
351,852 356,913
Current monetary liabilities-

interest-iree 136,047 137,618

Interest-hearing 344,786 38,826

480,833 176,444

Long-term liabilities 521,120

716,223

1,004,953 892,667

Net monetary liability position in
foreign currency

$ (650,101) $ (535,754)

During the years ended Becember 31, 2001, 2002 and 2003, the Company had the following transactions in foreign currency, which
were transiated into Mexican pesos at the exchange rate in effect at the date of each transaction. Foreign currency transactions

. were as follows:

2001 2002 2003
Direct export sales $ 706,150 $ 597,601 595,227
indirect export sales under :
agreement 119,234 181,728 141,973
Sales of foreign subsidiaries 132,640 122,710 123,271
958,024 902,639 860,471
Less-
Purchases of inventories {439,051} {405,591} {394,403)
Purchases and expenses of
foreign subsidiaries {82,770) {104,281} {102,690}
{531,821) (509,872} {497,083)
. 426,203 392,167 363,378
Interest earned 5,150 4,359 4,012
Less- Interest expense {77,691) 32,893) 152,652)
{72,541} {28,534) {51,640)
Technical assistance {6,997) {5,307} {8,187}
Bet ] 346,665 $ 358,326 303,551

As of March 26, 2003, the unaudited forcign exchange position was similar to that at yearend, and the exchange rate was 11.0130
Mexican pesos per U.S. doliar.

16, INCOME AND ASSET TAXES AND EMPLOYEE STATUTORY PROFIT SHARING

The Company is subject to incame faxes [“ISR”) and tax on assets {“IMPAC”), ISR is computed by taking into consideration the taxable
and deductible effects of inflation, such as depreciation calculated on restated consiant prices and the deduction of purchases instead
of cost of sales, which permit the deduction of current cests, and taxahie income is increased or reduced on certain monetary assets
and liabilities through the annual adjustment for inflation, which is similar to the menetary position resuit. ISR is calculaied in terms of
currency when the transactions sccuwed and not in terms of the currency at yearend, Up to 2001, the income tax rate was 35%, with
the obligation to pay this tax each year at the 30% rate, with the remaining 5% payable when income is distributed,

The tax vate was 35% in 20062 and 34% tn 2003 and reduces by one percentage point each year untll veaching 32% in 2008. The deduc-
tion for omploves sizlutory prafit-sharing “PTW) and the ohligation tv withheld Sanes on dividends pald o individuals or foreign vesi
dents wers alse eliminalted.
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:fVIPAC is calculated by applying 1.8% to the Company’s asset position, as defined in the law, and is payable only to the extent that it
xceeds SR payable for the same period. if in any year IMPAC exceeds the ISR payable, the IMPAC payment for such excess may be
reduced by the amount by which ISR exceeded IMPAG in the three preceding years and any required payment of IMPAC can be credited
gainst the excess of ISR over IMPAC during the next 10 years .

ome subsidiaries in the agribusiness sector have authorization to pay income and asset taxes under a simplified scheme hased on cash
receipts and disbursements, Other subsidiaries have the right to a 50% reduction in their taxable income depending on their activities,

DESC is subject to ISR and IMPAC with its subsidiaries on a consclidated basis in the proportion in which the Company holds the voting
‘Stock of its subsidiaries at the balance sheet date, As of January 1, 2002, the proportion is calculated based on the average daily equi-
ty percentage that DESC holds of its subsidiaries during the year. The tax results of the subsidiaries are consolidated at 60% of such

reportion. Estimated payments of ISR and IMPAC of both DESC and its subsidiaries are made as if the Company did not file a consoli-
ated tax retumn.

mployee profit sharing has been determined based on the individual results of each operating company, rather than on a consoli-
ated basis.

¥ax loss carryforwards and recoverable asset tax - As of December 31, 2003, the Company has tax loss carryforwards for income tax

RBurposes and recoverable asset taxes, which will be indened for inflation through the year applied or recovered, in the following
Nestated amounts:

Tax
Loss Recoverable
aturity ’ ' Carryforwards Asset Taxes
2004 ' Ps. 315781 Ps. 27,231
2005 196,277 21,289
2000 32,039 24,084
2007 ‘ 98,881 22,713
2008 88,875 20,619
2009 144,859 50,850
2010 1,387,334 63,858
2011 669,858 72,864
2012 333,727 : 67,266
2013 1,072,752 141,161
i Ps. 4,340,383 Ps. 511,935

l]n Becember 12, 2003, the Company won the lawsuit involving the deduction of the loss from the sale of shares obtained in 2000, as an oper-
ating tax loss; consequently, as of that date such loss is presented within tax loss carryforwards.

Beferred income taxes - The tax effects of ihe temporavy differences that generated deferred tax liabilities (assets) are as follows:

. 2002 2003
Property, plant and equipment Ps. 1,865,513 Ps. 1,466,891
Inventories - 539,177 400,042
Land held for development and real estate prejecis 677,907 659,391
Reserves and provisions " (186,313) (147,103}

! Tax loss carryforwards - (4,446,973) {1,388,923}
Recoverable asset tax {409,432) {511,935}
Aliowance for doubtful tax loss carryforwards

and recoverable asset taxes 325,693 519,289
Gther 126,457) {116,303}
Ps. 1,338,115 Ps, 880,748




The reconciliation of the statutory and effective ISR rates expressed as a percentage of income before provisions, discontinued operé-

tions and extraordinary items is as follows: ‘E
i ] 2001 2002 2003 p
Statutory rate 35.0% 35.0% 34.0% =
Add (deduct) the effect of permanent =
differences-
Nondeductibie items : ) 15.0% {30.8%) (26.2%})
Mon-taxable income {12.8%}) 29.6% 20.2%
Monetary gain position (8.7%) 63.4% 10.0%
Adjustment for inflation . 10.6% {81.1%) {10.6%)
Income related to subsidiaries subject -
to the simplified tax system 1.8% . - 2.0%
Allowance for tax loss carryforwards '
and asset tax - {98.8%) {21.8%)})
Other . {59.4%}) 39.7% {14.6%)
Effective rate (9.5%) (43.6%) {1.0%]

17. DISCONTINVED OPERATIONS

As mentioned in Note 1, the Company decided to shut down the spark plugs and automotive electrical parts businesses of the autoparts
segment, the natural pigments business in the chemicals sector, in the food sector the hog raising operation located in the Bajio region,
and the shrimp business was disposed of by means of donation. A summary of the combined statements of income of the discontinued
operations for the years ended December 31, 2001, 2002 and 2003 is as foilows:

2001 2002 2003

Revenues from discontinued

operations Ps. 588,732 Ps. 405,814 Ps. 124,774
Costs and expenses 717,309 948,433 153,225
Integral financial resuit {11,560) 26,835 (1,364)
Other (income) expense 39,664 115,430 {107,372)
Current and deferred income tax and ’

employee profit sharing 97,182 (55,016} 57,386
Net income {loss) from discontinued

L operations Ps. (253,863} Ps. {629,868) Ps. 22,896

18, EXTRAORDINARY ITEM

The extraordinary item, net of the related income tax effects, represents a provision for restructuring expenses.

19. LEASE COMMITMENTS

As of December 31, 2002 and 2003, the Company had cperating leases for equipment commitments egual to 25,447,797 and Ps.623,875
whose maturity dates are as follows:

Maturity 2002 2003
2003 Fs, 108,185 Ps. -
2004 96,743 149,892
2005 62,526 142,943
2005 58,871 125,041
2007 23,386 88,938
2008 24,818 57,758
260% ' 46,160 45,394
2616 - 33,380

Pg. 447767 Ps. 823857
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Lease expenses recorded in the statements of income (loss) during 2001, 2002 and 2003 amounted Ps.42,853, Ps.30,673 and Ps.108,195,
respectively. :

20, FINANCIAL INSTRUMENTS

The Company has coniracied exchange rate forwards and cails on U.S. doliar debis, fixing the exchange rate 1o hedge against exchange

losses on U.8. dollar loans. The exchange result of the forward or call is recorded in the integral financing result, by offsetting the

@xchange result from the liability hedged, while the asset generated is deducted from the hedged liability. As of December 31, 2003 the
ompany has four contracts to buy and sell U.S. dollars for 2 total amount of $2,141 maturing during 2004,

' The Company also has interest vate swaps to manage the interest rate risk on its variable interest debt. The Company has entered into
. interest rate swaps in which it pays amounts calculated based on fixed interest rates and receives amounts calculated based on vari-
hle interest vates, The difference between such amounts is vecorded in the integral financing result, offsetting the effect of the vari
ble interest rate on the hedged leans. The asset gensrated in the swap is deducted from the payable interest hedged.

Some of the Company’s subsidiaries contracted forwards with Pemex Gas y Petroquimica Basica to protect themselves from natural gas
plrice volatility for the period from January 2002 to December 2003,

he Company purchased insurance coverage against natural gas market prices increases above the maximum price it selected by pay-
ihg a premium. The maximum price level was 8.705 U.S. dellars per million units of energy “MMBTU” and the minimum price was 4.245
U.S. dollars per “MMBTU”. if the reference price exceeds the maximum price a discount will be included in its invoice, while if it is below
t e minimum price, the invoice will be issued for the respective minimum price, Given that the insurance contract represents a con-
itractual obligation, guaranteed with the fixed gas price of 4,00 .5, dollars per MMBTU, the Company records the respective effects in
results as the MMBTU amounts committed are consumed, and it has not recorded the effect of the potential gain or loss if the gas price
remium were settled at present value, At December 31, 2003, the net loss recorded for this fransaction was Ps.10,393.

- e

he market value of the derivative contracis mentionad above is estimated based on quoted market prices to terminate the contracts
t the reporting date. As of December 31, 2003 the market value of the financial instruments is Ps.47,405, and the net loss recorded dur-
ing the year for the forwards, calls and swaps was Ps.124,928.

Sales options in the food sector - With regard to the 1898 acquisition ¢f CORFUERTE and AAC, companies in the food sector, the

(‘T‘ompany executed contracts known as “puts” with its minority shareholders so that at a given date and amount, DESC would undertake

to acquire the shareholding packages of such minority shareholders,
\

|
- dn November 11, 2003, the minority shareholders of CORFUERTE and AAC formally notified their decision to exercise their put options
t)o DESC, which was formalized on January 29, 2004. Acceordingly, as of the date, the shaveholding percentage of DESC in such sub-
isidiaries increased from 77.6% to 95.1% and from 81.3% to 99.9%, respectively. The amount paid was $14,311 {Ps.156,194) and is record:
eJd in the consolidated balance sheets as a liability under the heading of “Cther payables and accrued liahilities.”.

21. SUBSEQUENT EVENTS

Resolutions adopted at stockholders’ meetings- M 2 Stockhoiders’ Special Meoting and a Steckhelders' Grdinary and Extraordinary
Pr‘ eeting held on Biavch 8, 2004, the following reselutions were adepted:
1
a. The mandatory conversion qf the totality of the Series “©” shares into Series “B” shares, and the cancellation of the inscriptien
¢f the Seiies “C” shaves in the National Securities Registry. This agreement went into effect en March 16, 2004, As of that date, the
American Depositary Shares (ADS), which ave registered with the Secuvities and Exchange Comvmission (SEC), and are traded in the New
ork Stock Exchanae, Inc, {NYSE), will represent 20 Series “B" shares.

b, The voluniary conversion of the Series “4” shaves into Series "B shares and the voluntary conversion of Series “B” shares inle
Series “A” shares, by those shareholders who so reguest. The Scries “A” shares have not heen and will not be regisiered under the 1233
éecuriﬁes Act, or under any other applicable law in jurisdictions other than Mexice. Consequenily, the voluntary conversion will be
offered only in Mexico and the US shareholders of DESC wilf not be able te particinale.

% c. The amendments to the corporaie hvlaws ef RESC, which inglude the alimination of the vestiiclions on foreigners hslding Sevies
“B" shares.




d. Proposal to perform a capital stock increase in the amount of Ps.2,738 million ($248 million), through the issuance of 912,719,584
new ordinary shares at a subscription price of three pesos per share.

‘With regard to the proposed capital increase, DESC entered inte a Share Subscription Colizboration Agreement with Inversora Bursatil,
$.A. de C.V. Casa de Bolsa, Grupo Financiero Inbursa {*inbursa”), Such agreement establishes that, if the sharcholders do not exercise
their entire right of first refusal regarding the shares subject to the increase, DESC will be obligated to offer, and Inbursa wiil be obiig-
ated-to subscribe, subject to certain conditions, for itself or on account of third parties, up to the equivalent of Ps.2,000 million, in unsub-
scribed shares at the same price of three pesos per share, The rights of first refusal to such subscription will be offered only in Mexico.

Close of operations of Fenoquimia, S.4, de C.V. - On February 17, 2004, the Company decided to begin closing down the operation of
Fenoquimia, S. A, de C, V., which is engaged in the production and saie of phenol.

The condensed financial hosition Fenoguimia, S. A.de C. \. as of December 31, 2002 and 2003, and the results of its operations for the
years ended December 31, 2001, 2002 and 2003, are shown below:

]
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Item 2002 2003
Current assets Ps. 5,156 Ps. 34,217
Property, plant and equipment 28,433 36,436
Other assets 42,869 45,782
86,458 117,435
Current liabilities 316,465 384,429
Long-term debt 16,150 . 15,533
332,615 399,962
Net Bs. {246,157) Ps. {282,527)
ftem . 2001 2002 2003
Net sales Ps. 313,277 Ps. 91,454 Ps. 109,447
Cost of sales (431,489) (129,623} {83,656)
Operating expenses - (50,216) (15,812} {10,014)
Net comprehensive financing cost {4,822} {29,374) {30,039)
Other revenues and expenses- Net {102,838) {10,944) 166,459]
Income tax {4,804} 7,735 8,001
Het loss Ps. {280,952) Ps, {86,564} Ps. {72,720}

Joint investment with Hayes Lemmerz, [nt.- On January 15, 2004 Desc Auiomotriz, 5.4, de C.V. concluded its joint investment with Hayes
Lemmerz, Int, (“HLI"}. To do this, the assets of the aluminum wheel rim plant were sold to KLI and 40% of the shares owned by HLI, were
acquired for $1.00, so that now Desc Automoiriz, S.A. de C.V. owns 100% of the shares of the Company that manufactures steel wheel
rims. As of December 31, 2003, the Company adjusted the net realizable value of the fixed assets of the aluminum plant, which gener.

ated a charge to results for the year of Ps.114,200, net of taxes. In 2004 the dissolution of the joint investment will be recorded as an
item of stockholders’ equity. :

22. NEW ACCOUNTING PRINCIPLES

tn May 2003, the IMCP issued Bulletin C-12, “Financial Instruments of a Bebt or Equity Mature or a Combination of Both” (“C-12”), whose
application is mandatory for financial statements of periods beginning on ov after January 1, 2004, aithough early adoption is encour-
aged. C-12 is the compilation of the standards issued by the IMCP with respect to the issue of debt or equity financial instruments, or
a combination of both, and includes additional standards on the accounting recognition for these instruments. Consequently, C-12 indi-
cates the hasic differences between liabilities and stockhelders’ equity and establishes the wules for classifying and valuing the com-
ponents of debt and equily of combined financial instruments in the initial recognition. Subseguent recognition and valuation of liabili-
ties and stockholders’ equity of the financial instrumants is subject to the standards issued previously in the applicable bulletins, The
Company believes that the effects of adopting this new accounting principle will not have significant efecls on its consolidated finan
cial position and results of eperations.
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